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In recent years the Economic Community (EC) has become a major 
supplier on the world market. The emergence of the EC is stimulated by its 
Common Agricultural Policy (CAP) which guarantees producers a high and 
stable price for the entire production. This has led to conflicts with 
other major suppliers. In order to restore the balance on world markets by 
means of trade negotiations, it is necessary to have a better 
understanding of the marketing system and market potential for agri-
cultural products of the other suppliers. 
Therefore the Agricultural Economics Research Institute (LEI) ini-
tiated a project in which agriculture, and agricultural and trade policies 
in non-EC countries are studied. This paper forms part of this project and 
presents' a survey of the Canadian grain sector. 
Canada is the second largest country in the world. Its total surface 
area is recorded as 9.97 million km2 of which 65% is offshore area. Canada 
has a small population: in 1986 it counted almost 26 million inhabitants. 
The total land area amounts to 348 million ha., of which 122 million ha. 
can be used for agricultural production. At this moment 70 million ha. is 
actually under cultivation. 
The primary agricultural sector nowadays contributes 4% to the Gross 
National Product (GNP) and more than 4% to employment. The most important 
contributors to total agricultural production value are the grain and 
oilseeds sector (30%), the beef sector (21%), the dairy sector (16%) and 
the pork sector (12%). The main production areas for grain and beef are 
the prairie provinces (Manitoba, Saskatchewan and Alberta) and the Peace 
River district of British Columbia. Production of dairy and pork is con-
centrated in Ontario and Quebec. Canada is a net exporter of agricultural 
products. Grain and oilseeds make up 70% of total agricultural exports. 
Important contributors to agricultural imports are fruit and vegetables. 
In a historical perspective, the grain sector is very important. The 
possibility of commercial grain production was of crucial importance for 
the settlement of the prairie provinces. The arid and severe climate 
limits grain production to a few species with very similar production 
cycles. The main grains are wheat, barley and oats. Canola is the most 
important oilseed. The average yields reach 2000 kg/ha., which is low com-
pared to other major exporting countries. The use of summer fallow is 
often implemented and accounts for 30% of the land use. Reasons for the 
low yields and high level of summer fallow are not so much technical pro-
duction constraints as restricted possibilities for marketing. 
Characteristic for the country is a small local market compared to 
the production capacity. To reach other domestic or international markets 
requires transport over long distances. The dependence on external markets 
has led to a strong governmental intervention. 
In Canada two marketing systems for grain exist. The most important 
one is the Canadian Wheat Board (CWB), an agency instituted by the federal 
government. The CWB operates as the sole seller of wheat, barley and oats 
produced on the prairies, destined for the international market or for 
domestic human consumption. For grain traded by the CWB a system of price-
pooling exists. Producers receive an initial price which is usually lower 
than world market prices (approximately 25% lower). If realized net sales 
exceed the initial payment the profit accrues to producers. About 85% of 
the grain is marketed by the CWB. 
Next to the CWB an open marketing system with freedom of competition 
between both buyers and sellers exists. Grain traded by this system con-
sists of coarse grain used within Canada and of oilseeds. For transactions 
on this market, facilities of the Winnipeg Commodity Exchange are often 
used. 
Transport of grain mainly takes place by train. To ensure each pro-
ducer a fair share of the available transportation capacity, a system of 
delivery quota has been developed. The principle is that each producer is 
entitled to deliver grain to the handling system in proportion to the 
amount of grain he produces. 
The majority of the government support was in the form of a transport 
subsidy. In 1985 this subsidy amounted to about 20% of the world market 
price per ton. It covers 80% of transportation costs of grain transported 
by train. Since grain prices are falling, the Western Grain Stabilization 
Act turned out to be a subsidy program. In 1986 the federal government 
decided to give direct income support to grain producers so as to compen-
sate for the losses of income induced by the falling prices on the world 
market. 
The CWB has aimed at maintaining the market segment of high quality 
hard wheats for which Canada is the most important supplier. However, the 
last few years the medium quality wheat was the fastest growing market. 
The demand for wheat has changed from high quality hard wheat to medium 
quality; this trend has made Canadian exports more sensitive to com-
petition in international markets. Two developments have contributed to 
this trend. Firstly, improved technologies in milling and baking 
industries have allowed substitution with lower quality (and thus lower 
priced) wheat. The second reason is the shift from export markets in 
Europe to markets in the East and Centrally Planned Economies. These new 
markets have a preference for food products favouring the softer varieties 
of wheat. However, Canada remains the main supplier for high quality 
wheat. The high quality gives Canada a considerable advantage in competing 
with other wheat exporters and the limited supply of high quality wheat 
causes a high international price for Canadian grain. 
The final part of this report consists of a market-survey for wheat, 
coarse grain and oilseeds. It evaluates sales on local markets and 
marketing on the international market. 
SAMENVATTING 
Canada is het op een na grootste land ter wereld. De totale opper-
vlakte is bijna 10 miljoen km2, waarvan 65% bestaat uit territoriale wate-
ren. De bevolkingsomvang is zeer gering: in 1986 bedroeg deze bijna 
26 miljoen mensen. 
De totale landoppervlakte bedraagt ongeveer 350 miljoen hectare. 
Hiervan is een derde bestemd voor agrarisch gebruik, maar momenteel wordt 
slechts 70 miljoen hectare inderdaad bebouwd. Dit laatste komt overeen met 
bijna 55% van het areaal cultuurgrond van de EG-12. 
De primaire agrarische sector draagt (gemiddeld in de jaren tachtig) 
voor 4% bij aan het Bruto Nationaal Produkt (BNE) en biedt werkgelegenheid 
aan ruim 4% van de beroepsbevolking. De belangrijkste agrarische sectoren 
zijn de graan en oliezaden sector (30% van de agrarische produktiewaarde), 
rundvlees (21%), melkveehouderij (16%) en varkenshouderij (12%). De pro-
duktie van graan en rundvlees vindt voornamelijk plaats in de prairie-pro-
vincies. Het grootste deel van de produktie van zuivelprodukten en var-
kensvlees vindt plaats in Ontario en Québec. 
Canada is een netto-exporteur van agrarische produkten. Granen en 
oliezaden vormen samen 70% van de totale export. De agrarische import be-
staat voornamelijk uit groente en fruit. 
De graansector is van oudsher de belangrijkste sector geweest en 
heeft een grote rol gespeeld bij de ontsluiting en bevolking van de prai-
rie-provincies. Door de droge en hete zomers is een groot deel van het ge-
bied alleen geschikt voor de produktie van enkele graansoorten en olieza-
den. De belangrijkste granen zijn tarwe, gerst en haver. Koolzaad is het 
belangrijkste oliezaad. Het gemiddelde opbrengstniveau is 2000 kg/ha., wat 
vrij laag is in vergelijking met andere belangrijke graanproducerende lan-
den. Daarnaast wordt veelvuldig gebruik gemaakt van braaklegging. De rede-
nen voor het lage opbrengstniveau en toepassing van braak zijn niet zozeer 
technisch van aard, maar worden sterk bepaald door de afzetmogelijkheden. 
Kenmerkend voor het gebied is de geringe vraag op de lokale markt. Trans-
port over lange afstand is daarom noodzakelijk om andere Canadese of bui-
tenlandse markten te bereiken. Deze afhankelijkheid van markten elders 
heeft geleid tot een sterke interventie van de overheid. 
In Canada opereren twee marketing systemen naast elkaar. De belang-
rijkste organisatie is de door de overheid ingestelde Canadian Wheat Board 
(CWB). Deze heeft een monopoliepositie voor de verkoop van tarwe, gerst en 
haver bestemd voor humane consumptie binnen Canada en voor alle tarwe, 
gerst en haver die geëxporteerd wordt. Het CWB werkt met een mengprijzen-
systeem. Voor het graan dat via het CWB verhandeld wordt ontvangt de pro-
ducent een minimumprijs (ongeveer 75% van de wereldmarktprijs) en indien 
de CWB winst maakt wordt deze achteraf doorgegeven aan de producenten. On-
geveer 85% van het graan wordt verhandeld via de CWB. Naast de CWB kent 
Canada een open markt. Via deze markt worden voedergranen voor de Canadese 
markt en de oliezaden verhandeld. De markt maakt voor haar transacties ge-
bruik van de Winnipeg Commodity Exchange, een termijnmarkt. 
Transport van granen vindt voornamelijk per trein plaats. Een produ-
cent kan van deze vorm van transport gebruik maken indien hij beschikt 
over een afzetquotum voor dat graan. Iedere producent ontvangt ieder jaar 
voor een bepaalde hoeveelheid graan afzetquota, afhankelijk van de grootte 
van zijn bedrijf. 
De belangrijkste subsidiemaatregel voor graanproducenten is een 
transportsubsidie op vervoer van graan per trein. In 1985 bedroeg dit on-
geveer 20% van de wereldmarktprijs per ton. Deze subsidie dekt zo'n 80% 
van de werkelijke transportkosten. Sinds 1986 is de federale overheid ge-
start met een Special Canadian Grain Program. Dit programma behelst een 
directe inkomenssteun aan producenten om de schade die zij ondervinden van 
de "handelsoorlog" tussen de VS en de EG te reduceren. 
Het beleid van het CWB is gericht op behoud van het marktaandeel van 
hoge kwaliteit harde tarwe, waarvoor Canada de belangrijkste leverancier 
is. De laatste jaren was de midden kwaliteit tarwe de snelst groeiende 
markt. De vraag naar tarwe is verschoven van hoge kwaliteit naar midden 
kwaliteit; hierdoor wordt de Canadese export gevoeliger voor concurrentie 
op de internationale markt. Twee ontwikkelingen hebben bijgedragen aan de-
ze trend. Ten eerste kan door verbeterde maal- en baktechnieken volstaan 
worden met een lagere (en dus goedkopere) kwaliteit tarwe. De tweede reden 
is de verschuiving van exportmarkten in Europa naar markten in het Oosten 
en de Centraal Geleide Economieën. Deze nieuwe markten hebben een voorkeur 
voor de zachtere soorten tarwe. Canada blijft echter voor wat betreft de 
hoge kwaliteitstarwe de belangrijkste aanbieder. Het kwaliteitsaspect 
geeft haar een belangrijk concurrentievoordeel ten opzichte van andere 
tarwe exporteurs en het beperkte aanbod van tarwe van goede kwaliteit 
leidt tot een hoge internationale prijs van Canadees graan. 
Naast een onderzoek naar het Canadese graan marketing systeem is ook 
een studie gemaakt van de marktontwikkelingen voor tarwe, voedergranen en 
oliezaden. Hierbij zijn de mogelijkheden voor afzet op de Canadese markt 
en op de buitenlandse markt onderzocht. 
INTRODUCTION 
1.1 Background information 
In recent years the EC has become an important supplier on the world 
market. This has led to conflicts with other major suppliers. To restore 
the balance on the world grain market it is necessary to have a better 
understanding of the marketing system of the other suppliers. 
Therefore the Agricultural Economics Research Institute (LEI) ini-
tiated a project in which, among other things, the role of agriculture in 
non-EC countries is studied. 
This paper presents a study of the Canadian grain sector. Chapter 1 
describes the international grain market and the role of Canada in this 
market. In chapter 2 a general description of the agricultural sector of 
Canada is given. Attention is paid to regional specialization, climatic 
and soil-related production restrictions, the importance of agriculture to 
the economy, the objectives of agricultural policy and the distribution of 
responsibilities between federal and provincial governments. A more exten-
sive review of the grain sector is given in chapter 3. Attention is paid 
to government regulations, the transport and marketing system and the 
nature of the most important government subsidies. In chapter 4 the 
results are presented of a study into development of demand for various 
kinds of grain. Distinction is made between domestic demand, possibilities 
for industrial use and demand on the international market. The final 
chapter describes the trade relations between Canada and the EC. 
1.2 The international grain trade 
World grain production and trade have been growing for several deca-
des, passing through periods of tight supply and periods of abundant 
supply. Immediately after World War II grain was in great demand due to 
wartime disruptions. North American agriculture had expanded to fill this 
gap and in the late 1950s grain was no longer urgently demanded by 
importing nations and even excessive supplies of grain were formed. In the 
early 1960s China and the USSR began to import large quantities of grain. 
North American agriculture expanded once more, only to end up in another 
situation of excess supply as many nations improved their agriculture in 
the late 1960s. In the early 1970s large and unexpected grain purchases 
were made by the USSR. As a result, the mid 1970s were a period of rela-
tive scarcity in supply of grains and high prices. These conditions led to 
a higher production and higher export targets for all major producers. 
When world demand lagged behind production, the continuous expansion led 
to increasing stocks of grain. These grain surpluses have become a burden 
especially since the beginning of the 1980s. 
Since the late 1970s there has been a shift in the relative impor-
tance of exporters and importers (see table 1.1). Although in most recent 
years the US has more or less regained its market position, the US share 
of the world export market declined in the first half of the 1980s. This 
was due to the strong US-dollar and the Soviet Grain Embargo imposed in 
1980 by the US government. In retaliation to the embargo, the Soviet Union 
contracted other major producers and thus reduced the US to the status of 
residual supplier. The void thus created was filled by other exporters. 
Both Argentina and the EC achieved a remarkable gain in market share in 
the period 1980-85. Argentina is a low-cost producer and used this period 
to expand production and exports. The emergence of the EC as a major 
exporter is induced by its Common Agricultural Policy (CAP), which guaran-
tees most producers a relatively high and stable price for their entire 
production. This resulted in huge (surplus) stocks. To reduce these stocks 
the EC uses export subsidies so as to be able' to offer grain in third 
countries at prices below those the European producers receive (Gilson, 
1986). 
Table 1.1 Major grain (excl. (metric) tons rice) exporters and importers; in million 















































Sources: - FAO Trade Yearbook, several years. 
- Eurostat. 
*) EC-12. 
The main importers of grain are the centrally planned economies and 
the developing countries. The major shift in grain demand occurred in the 
centrally planned economies. Since the beginning of the 1970s the USSR is 
a major actor on the world market. Due to adverse climatic conditions 
during the early eighties the USSR has increased imports. The USSR is a 
major outlet for grains. Future grain sales are heavily conditioned by the 
degree to which the USSR improves its agricultural production performance 
and the degree to which meat production and consumption will increase 
(Veeman and Veeman, 1984). The importance of China as an importer is 
strongly fluctuating. This country has increased its productivity con-
siderably but climatic conditions are still influencing production. The 
developing world has been the fastest growing market over the past decade 
but the present international debt crisis has cast a shadow over export 
prospects. Although export markets are drying up, world production is 
still increasing, leading to large stocks and increased tensions on the 
world market. 
Because the US is the major supplier, world grain prices are strongly 
influenced by the US price setting. In periods with grain surpluses world 
prices tend to be close to the US bottom price, the loan rate. For most 
grains a target price is set by the American government. The target price 
represents an income guarantee to US producers, who receive deficiency 
payments which make up the difference between loan rate and target price. 
The US combined the transfer payment to producers with measures to reduce 
production: the set-aside programs. Notwithstanding this program, produc-
tion increased due to higher yields. Other countries also expanded their 
production although carry-over stocks are increasing since the late 1970s. 
According to the US Department of Agriculture (USDA) the gain in market 
share of other countries at the expense of the US is the result of the 
high loan rate which holds world market prices above market clearing 
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levels and protects other countries against the competitive power of US 
agriculture. In 1985 the US decided to remove this 'protective umbrella', 
which holds the loan rate - and as a result the world price - above market 
clearing levels, and launched the Farm Bill. 
The key element of the Farm Bill was the lowering of the loan rate 
which pushed world prices down. The American producers still received the 
same target price through deficiency payments. The purpose of this policy 
is to regain market shares by competing with the EC in subsidized produc-
tion and exports. This 'trade war' will depress world grain prices 
further. The deterioration of export markets and fall in prices will have 
major effects on all exporting countries of which Canada is one. 
1.3 The role of Canada in grain markets 
Canada is a small producer and its share in world grain production is 
only three percent. However, it is a large producer compared to its 
domestic demand and it has always been an important supplier of grain. 
Before the Second World War Canada was by far the largest supplier (a 
share of over 35%) and it was considered to be the breadbasket of the 
world. Although the US took over this position Canada is still one of the 
major suppliers. Figure 1.1 and 1.2 show the importance of Canada in world 
wheat and coarse grain exports from 1960 to 1986. 
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Figure 1.1 World wheat exports from 1960 to 1986 
*) EC-Exports excludes intra-EC trade; EC-6, 1960-67; EC-9, 1968-69; 
EC-10, 1970-75; EC-12, 1976 to date; 1985-86 preliminary, 1986-87 projec-
tion. 
Source: Mutch, 1987. 
As shown by these figures, Canada ranks second in wheat, representing 
20 percent of total exports. Together with the EC, Canada ranks third in 
coarse grain. Although Canada is a net importer for corn - which is the 
major coarse grain - it is a large supplier of barley and thus Canada is a 
net exporter of coarse grain. 
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Canada also produces oilseeds, but it plays only a minor role in 
world trade. Production of the predominant oilseed (soybeans) is 
restricted by climatic conditions. Canada produces canola/rapeseed, flax 
seed, sunflower and mustard seed and it is, except for sunflower, the 
leading exporter (see table 1.2). 
(x 1000 tonnes) 
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Figure 1.2 World coarse grain exports from 1960 to 1986 
*) EC-Exports excludes intra-EC trade; EC-6, 1960-67; EC-9, 1968-69; 
EC-10, 1970-75; EC-12, 1976 to date; 1985-86 preliminary, 1986-87 projec-
tion. 
Source: Mutch, 1987. 
Table 1.2 Canadian and world oilseed exports in 1988 (x 1000 tons) and 
the Canadian share in % 

















Sources: - FAO Trade Yearbook, 1988. 
- Eurostat. 
*) Excl. intra-EC trade. 
Grain and oilseeds are Canada's most important agricultural export 
products. The recent developments in international trade and world prices 
will undoubtedly have a strong influence on the Canadian grain sector. 
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2. AGRICULTURE IN CANADA 
2.1 A general overview of Canada 
Canada is the second largest country in the world. Its total surface 
area is recorded as 9.97 million kn>2. The offshore areas, including the 
Hudson Bay, cover about 65X. The country is divided into ten provinces and 
two territories (see fig 2.1). The population of Canada reaches almost 26 
million people. Most people are living in the southern region close to the 
border with the United States and over 60% of the population is living in 
Ontario and Québec. 
Figure 2.1 Map of Canada 
The political system is copied from the British system. Until 1981 
Canada was a dominion of the United Kingdom, which meant that although it 
had its own government, the British government officially approved of the 
Canadian legislature. Nowadays Canada is totally separated from the United 
Kingdom, although Queen Elizabeth still is the official head of Canada. 
The federal government has a bicameral legislature, the Senate and House 
of Commons. Members of the Senate are chosen for life by the prime 
minister. Members of the House of Commons are elected by the voters. The 
provinces have single-chambered legislatures chosen by its inhabitants. 
Both federal and provincial governments have strong constitutional posi-
tions. In general, federal politics include foreign affairs, military 
affairs, transportation and communication, and justice. The provinces have 
substantial control over socio-cultural areas of policy such as education, 
public health, general welfare, highways and also justice. 
Each province administers its own natural resources. The resources of 
the territories are administered by the federal government, because of the 
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expanse and remoteness of the territories and their small population. The 
most important resources for each province are (Canadian Yearbook, 1985): 
Newfoundland: the economy is largely based on natural resources. The most 
important activities are cod fishing, paper and V'UlP industry, foodpro-
cessing industry and mineral production like zinc and asbestos. 
Prince Edward Island: agriculture is of major importance. About 70% of the 
land is cultivated, mostly used for mixed cropping like grain and pota-
toes. There is also some fishing and foodprocessing industry. 
Nova Scotia: is one of the most important provinces for the fishing 
industry. Agriculture is centered on dairy products, livestock and fruit. 
Coal is the principal mining product. Other industries are foodprocessing, 
forest products and transportation products. 
New Brunswick: forest products and foodprocessing are the most important 
industries. Agriculture is mixed, with dairy products and potatoes being 
the most important single products. 
Quebec: accounts for about one-quarter of Canadian manufacturing. Leading 
are textile and clothing industries, followed by foodprocessing, pulp and 
paper, primary metals, chemicals, metal works, wood industry and transpor-
tation equipment. It is also a major producer of iron ore, gold and 
copper. Agriculture is concentrated on livestock and livestock products. 
Quebec is also a major producer of hydro-electric power, some of it for 
export. 
Ontario: accounts for about half of Canadian manufacturing. The largest 
single section is transportation equipment. Others are foodprocessing, 
primary metals, metal works, electrical products, chemicals, pulp and 
paper and printing. Ontario ranks first among the provinces in agri-
cultural receipts, second in mineral and third in lumber production. In 
farming livestock and livestock products predominate, leading cash crops 
are tobacco and vegetables. Its mineral products are nickel, copper, ura-
nium, precious metals and iron ore. 
Manitoba: the economy is built on agricultural resources, mainly wheat and 
other grain crops. Manufacturing is varied, mainly foodprocessing and 
metal products. Mining is based on copper and nickel. 
Saskatchewan: agriculture is the leading industry with grain making up all 
of the crop production. In manufacturing foodprocessing is the most impor-
tant sector. Mineral production is divided in non-metals (potash), fuels 
and metals (mostly uranium). 
Alberta: about half the value of minerals produced in Canada comes from 
Alberta, almost entirely related to fuels like petroleum, natural gas and 
coal. Agricultural receipts come from grains and livestock. Foodprocessing 
is the largest manufacturing industry. 
British Columbia: natural resources are the basis of the economy. Forest 
industry makes up half of manufacturing. Other sectors are foodprocessing 
and mining. Both fuels and metals are part of the natural resources. 
Agriculture includes salmon farming, dairy products, cattle and cash crops 
like vegetables and fruit. 
Yukon: mining is the leading activity; especially lead, zinc and precious 
metals. 
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Northwest Territories: this area is considered to have a great mineral 
potential. Zinc makes up more than half of the production, followed by 
lead, gold and some oil and gas production. 
2.2 External trade 
The Canadian economy can be described as an open economy since 
exports account for about 25% of its Gross Domestic Product. Table 2.1 
shows the imports and exports of several sections and major commodities in 
1987. In table 2.2 trade by section with the principal areas is shown. 
Table 2.1 Imports and exports into and fvom Canada on a customs basis, 
1987 
Item Imports 
million $ X 
116,238.6 100.0 
Exports 
million $ X 
125,086.7 100.0 Total 
Live animals 
Food, feed, beverages & tobacco 
Crude materials, inedible 
of which: 
- crude petroleum, gas 
Fabricated materials, inedible 
of which: 
- wood, paper 
End products, inedible 
of which: 

































Source: Canada Year Book, 1990. 
Table 2.2 Trade by section, with principal trading areas on a customs 
basis, 1987, division in % 




Food, feed, beverages & tobacco 
Crude materials, inedible 
Fabricated materials, inedible 
End products, inedible 
Exports: 
Live animals 
Food, feed, beverages & tobacco 
Crude materials, inedible 
Fabricated materials, inedible 
End products, inedible 
9 6 . 1 
5 1 . 8 
4 3 . 5 




0 . 3 
3 . 0 
8 . 5 
2 .7 
1 6 . 0 
2 6 . 1 
15 .8 
8 . 9 
0 . 2 
7 . 6 
5 . 3 
2 .8 
2 . 0 
1.0 
2 3 . 5 
2 4 . 8 
12 .1 
8 . 8 
8 7 . 0 
4 1 . 9 
5 6 . 8 
7 3 . 2 
8 9 . 3 
0 . 4 
11 .6 
16 .7 





1 0 . 2 
3 . 8 





9 . 9 
3 4 . 4 
11 .6 
8 . 6 
4 . 3 
Source: Canada Year Book, 1990. 
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The US is the leading trade partner for all sections although it 
varies in importance. The major export commodity is motor vehicles and 
motor vehicle parts but its value of export is for the most part offset by 
its imports. The 'big three' net contributors to the balance of payment 
are agriculture, mining and forestry. 
The merchandise exports have exceeded the imports during the last 
decades. However, the deficit on the balance of services is growing since 
the mid 1970s. The largest component of the services is interest payment 
to non-residents, reflecting the degree of Canada's foreign indebtedness. 
Since 1985 the surplus on the balance of trade is offset by the balanco of 
service and the trade gap on the balance of payments is growing. 
2.3 Agriculture in Canada 
There are four main types of farming: livestock, grain, mixed farming 
and special crops. Livestock farms include breeding and raising cattle, 
hogs and other livestock, dairying and poultry production for meat and 
eggs. Grain farms produce such crops as wheat, oats, flaxseed and 
canola/rapeseed. Mixed farms produce both grain and livestock. Special 
crop farms produce vegetables, fruit, potatoes and other root crops, 
tobacco or forest products (Yearbook, 1985). 
Although no region is restricted to only one type of farming a spe-
cialization between the regions of Canada is visible. Tables 2.3 and 2.4 
present the number of farms and the farm cash receipts for the different 


















Source: Census of Canada. 
The regional specialization is apparent. The prairie provinces are 
the main suppliers of grain. In Ontario and in the southern part of 
British Columbia both soil and climatic conditions make special crops, 
vegetables and fruit possible. The major dairy producer is Quebec, 
followed by Ontario. Meat production takes place in both eastern and 
western Canada. The prairies are more specialized in cattle. Ontario ranks 
first in poultry and Quebec ranks first in dairy and second in poultry and 
eggs. 
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1 , 5 6 0 . 2 
3 1 9 . 0 
3 , 3 4 5 . 4 
2 2 , 0 6 1 . 4 
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2 5 . 8 
3 1 . 3 
3 4 . 7 
3 6 . 5 
3 2 . 4 
1 2 . 2 
25 .7 
5 9 . 5 
3 2 . 5 
14 .8 
1 8 . 4 
3 3 . 7 
7 1 . 1 
4 9 . 6 
4 . 9 
2 .5 
7 . 8 
1 1 . 9 
8 . 8 
2 .5 
5 . 2 
Table 2.4 Farm cash receipts in million $ and regional share, 1988 
Product Total Regional a) share in X 
farm cash 
receipts Mar. Québ. Ontar. Prair. B.C. 
Total crops 8,069.9 3.3 8.1 24.3 59.4 4.7 
Grains 3,950.7 0.2 5.1 13.8 80.5 0.4 
Oilseeds 1,488.4 - - 22.9 76.6 0.5 
Other crops 2,630.8 9.9 17.3 41.1 18.1 13.6 




Poultry & eggs 
Other livestock 
Other cash receipts b) 
Total cash receipts 
Source: - Agriculture Canada, Market Commentary, December 1989. 
a) Mar. - Maritimes (Prince Edward Island, Nova Scotia, New 
Brunswick); 
Québ. - Quebec; 
Ontar. - Ontario; 
Prair. - Prairie provinces (Manitoba, Saskatchewan, Alberta); 
B.C. - British Columbia. 
b) Crop insurance, subsidies and other payments. 
2.4 Land use in Canada 
In 1976 the Canadian Land Inventory recorded 122 million ha. with any 
agricultural capability whatsoever. Only 45.9 million ha. are suitable for 
crop production and less than 5 million ha. is prime agricultural land. At 
this moment about 70 million ha., which is 11% of the total land base, is 
used for agriculture. 
The possibilities for agricultural use depend on soil capacity and 
climatic conditions. Results of research (Buringh, et al., 1975) on the 
computation of food production give a better understanding of this matter. 
The researchers calculated the maximum production of a standard crop with 
properties of a cereal. The results for Canada are shown in figure 2.2. 
For the sake of comparison the results for the Netherlands are given as 
well. 
The lowlands (A) normally enjoy adequate water supply. Production is 
sometimes restricted by soil capacity. In the lowlands of central and 
eastern Canada a wider choice in crop production is possible due to the 
longer frost-free period compared to the lowlands in western Canada. 
Southern Ontario is characterized by fertile soils and favorable climatic 
conditions. The uplands (B) have restricted water supply, which excludes 
the production of drought-sensitive crops. The agricultural potential of 
the high mountain lands (C) is strongly reduced by its steep and stony 
soils. Only 5X of the area is supposed to have any agricultural potential 
whatsoever. In the northern parts of Canada (D) land use for agriculture 




C: High Mountains 
D: Tundra 
Figure 2.2 Soil and climate map of Canada 
Source: Buringh, et al., 1975. 

































































36 0.9 1.0 32 13 
Al..Dl: soil region. 
a) FPAL: fraction of total area which can be claimed for agricultural land 
(excluded are poor and steep soils, lakes and swamps and soil used for 
non-agricultural purposes); b) PDMO: theoretical potential production, 
i.e., healthy, green, closed standard crop well supplied with oxygen 
nutrients, water, foothold and therefore only limited by the daily photo-
synthetic rate that depends on the state of the sky, the latitude and the 
date; c) FSC: reduction factor for soil condition based on knowledge of 
soil productivity; d) FWD: factor water deficiency; e) PDMA: potential dry 
matter production under actual conditions; f) PGA: potential grain produc-
tion under actual conditions. 
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Since the early 1960s major changes In land use have taken place. On 
average the number of farms declined while the amount of land used for 
agricultural purposes increased, as well as the farm size. The average 
farm size in eastern Canada is 70 ha. while for the west the average is 
over 300 ha. Despite a decline in the total amount of agricultural land, 
the amount of land under improved agricultural conditions has expanded. 
The change in land use was different for the various regions in 
Canada. In the east; Ontario, Quebec and the Maritimes, large losses in 
total amount and in amount of land under improved agricultural conditions 
were reported. In the west; the prairie provinces and British Columbia 
large gains were recorded. This demonstrates an intensification of acti-
vity that is usually accompanied by gains in productivity. Exceptions are 
observed in the Winnipeg urban region, southern British Columbia and the 
foothills of the Rockies. 
Because of the variation in soil capacity and climatic conditions it 
is necessary to interpret the losses and gains more carefully before 
general conclusions can be drawn. The land with the highest potential pro-
duction is located in the eastern provinces. The losses reported did not 
only occur on poorer land but also involved areas of high quality agri-
cultural land. The losses in the eastern provinces are more than offset by 
the gains in the west, measured in absolute amount, but the significant 
westward shift has occurred at the expense of the versatility in crop pro-
duction. 
The urban fringe 
The urban fringe contains a mixture of land uses with intensive agri-
cultural and urban uses found closely to one another. The urban fringe is 
the area adjacent to urban centres where the value of urban land use 
exceeds that of agricultural production. While the converted area is 
small, most of it constituted part of Canada's prime farm land as for 
example the southern part of Ontario, around Winnipeg and the British 
Columbia lower mainland. The high land prices have induced a very inten-
sive farming around urban areas. Those farmers have high opportunity costs 
on their capital investment and more direct opportunities to make one-time 
profits from the sale of land. This transition from rural to urban is an 
ongoing process which can only be stopped by intervention. 
The agricultural heartland 
The heartland is where agriculture is the predominant land use as 
well as the foremost economic activity. The heartland contains 90X of the 
nation's farm land. All the agricultural heartland lies in the shadow of 
one or more urban centres and an urban based communication and transpor-
tation system has made the heartland an urban hinterland. 
The advancing frontier 
The agricultural frontier is advancing westward. In the northern 
prairies and northern British Columbia vast areas of new land have been 
brought into agricultural production. Major factors contributing to this 
development are: 
technological advances in crop varieties that tolerate shorter 
growing seasons and possess greater frost resistance; 
a period of relatively good markets for grains, oilseeds and beef; 
establishment of basic transportation and farming infrastructure 
through provincial and federal programs as well as an influx of pri-
vate capital; 
availability of untapped land with reasonable agricultural capabili-
ties and capital for farm enlargement. 
The advancing frontiers are generally areas of lower agro-climatic 




All provinces in eastern Canada with the exception of Newfoundland 
lost agricultural land. Land with good agricultural capabilities as well 
as physically marginal land was abandoned. This retreat is an example of 
what is described as circular and cumulative causation. Retreat is ini-
tiated by an inability to make ends meet, which can be the result of poor 
lands, uneconomically sized farms, loss of markets or difficulties in 
obtaining credits. Once the retreat reaches a certain level the economic 
conditions that support a viable agriculture no longer exist. The depar-
ture of such services discourages the remaining viable farms (Cuaig, 
1982). 
2.5 The food system and agricultural policy 
2.5.1 The Canadian food system 
Agricultural land occupies 70% of the Canadian ecumene, which is the 
closely occupied land area with continuous settlement integrated by a com-
munication network. 
Farms have become more productive and specialized during the last 
decades and the primary sector is embedded in an extended food industry. 
Depending on the definition, Canada counts about 300,000 farms, employing 
480,000 people. Since 1951 both the number of farms and the farm popula-
tion have dropped, but recently both seem to be stabilizing. The decrease 
in labour and the growth in farm size have been accomplished by the 
substitution of labour by capital. Farmers are a mix of full-time and 
part-time farmers and often off-farm income is at least as important a 
source of income as farm income. 
In terms of contribution to gross national product the share of 
farming is about four percent. Food and beverage processing, manufac-
turing, wholesale and retail distribution add a further six percent. Their 
corresponding shares in employment are 4.4 and 4.6 percent. When input 
supply industry and food-related industries providing transportation, 
storage, financial services and so on are added, the system as a whole 
accounts for one sixth of total economic activity in Canada (Forbes, et 
al., 1984). 
The food system consists of business firms and organizations that are 
involved in the production, processing, wholesale and retail distribution, 
and importing and exporting of food products. The component industries 
are; input suppliers, farming and fishing, food processing and manufac-
turing, wholesale distribution and food retailing, hotel, restaurant and 
institutional catering. Other industries provide essential goods and ser-
vices to the system such as packaging, processing supplies and equipment, 
transportation, storage and financial services. Figure 2.3 shows the major 
components of the food system and their gross sales in 1979. Although 
these data are old, the diagram clearly shows the relations between the 
major components of the food system. 
As shown, expenditures on purchased inputs (such as fertilizers, 
machinery, fuel, chemicals) and interest payments absorbed some 60% of 
gross farm cash receipts (» $14 billion). The share of primary domestic 
agriculture was only 12.2% of the total gross sales. The food and beverage 
processing and manufacturing industry contributed to the gross sales value 
at around 22%. 
The foodprocessing and manufacturing as well as distribution and 
retail are distributed across the country in proportion to population. 
Adding value to raw farm products is an important objective in the 
industrial strategies of both the provinces and the federal government. 
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Domestic consunption 
Food consumed at home 
$ 23 billion 
Exports 
Raw agricultural products 
Farn animals 
Farm crops (unprocessed) 
Fresh fruits and vegeta-
bles 
Food and beverages: 
Meat and poultry 
Fish 
Dairy and honey 
Fruits and vegetables 
(excluding fresh produce) 
Cereal and flour 
Bakery 
Beverages 
$ 6.I billion X 
Food consumed away 
from home $ 3.7 billion 
Food retailers 
(including alcohol) 
$ 19.5 billion 
Food wholesalers 
$ 14.6 billion 
Food and beverage 
manufacturers 
$ 25.4 billion 
Primary domestic 
agriculture 
? 14 billion 
Alcoholic beverages 
$ lt.lt. billion 
Imports 
Raw agricultural products 
Farm animals 
Farm crops (e.g. unprocessed 
grain and feed, raw sugar, 
coffee, tea, vanilla, cocoa 
beans) 
Fruits and vegetablea 
Food and beverages: 
Heat and poultry 
Fish 
Dairy and honey 
Processed fruits and vege-
tables 
Cereal and flour 
Bakery 
Beverages 
$ 4.7 billion 
Farm (inputs) expenses 
$ 8.5 billion 
Figure 2.3 The Canadian food system, gross sales In 1979 
Source: Forbes, et al., 1984. 
2.5.2 Governmental intervention 
As in most developed countries the government intervenes in the food 
system by means of regulations, agreements and payments. Government inter-
ventions in the food system seem to be inspired by three prime perceptions 
(Forbes, et al., 1984): 
the performance of agricultural product markets is far from perfect 
and improvement dictated by government action can confer benefits on 
all market participants; 
the primary producers' position is particularly weak and farmers 
should have public support in their efforts to enlarge their share of 
economic returns generated in the production marketing system; 
targeted interventions in markets can be used to redistribute income 
systematically to farmers. 
In the past government intervention in the food system was mainly 
focussed on the farming component. Quite recently the public policy has 
increasingly broadened its reach to encompass the whole food system. 
Generally speaking the approach is twofold. 
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Firstly the governments have taken direct action in such areas as 
providing market facilities and auxiliary services, conducting the market 
system (for example grading and quality standards), developing markets 
domestically and internationally, and supporting and stabilizing producer 
prices and incomes. A major objective is protection of agriculture by 
transferring income to farmers. This is done mainly by means of the 
taxation-expenditure system and - indirectly - market control programs. 
Secondly they have lent legislative and other support to farmers 
'self-help' activities designed to improve their position through collec-
tive action. The ways to improve their position by collective action are 
voluntary association through marketing co-operatives and compulsory orga-
nizations called boards. There are crucial differences between a voluntary 
marketing organization and a compulsory marketing board. The voluntary 
marketing organization has to deal with the 'free rider' problem and can 
only operate in a particular market and improve the functioning of this 
market. By reason of its mandatory character a board can operate in and on 
a market for its member products. A marketing board may be defined as a 
statutorily sanctioned, compulsory horizontal cartel of the producers of a 
particular agricultural product. Currently,' there are in Canada over 100 
boards covering more than half the gross farm sales and most agricultural 
products. The term board covers a variety of marketing institutions and 
arrangements. Normally they are producer-controlled and their power is 
restricted to one province. Two exceptions are the Canadian Wheat Board 
and the Canadian Dairy Commission, both are monopolistic commodity 
marketing organizations and federal crown corporations rather than 
producers-controlled. 
There is also a great difference in economic power between the 
various boards. Globally they can be divided into the following cate-
gories, mentioned in ascending order of market control: 
promotional and development boards; 
single-selling desk agency boards; 
negotiation boards; 
price setting boards; 
supply management boards. 
The producers' options to increase their returns from market opera-
tions through the use of marketing organizations may be schematized as 
follows: 
1. Increase consumer expenditures by: 
a. expanding consumer demand; 
b. increasing returns at given demands by: 
- supply restrictions or price settings; 
- segmenting sub-markets; 
- controlling spatial and temporal distribution of products. 
2. Reduce marketing charges by: 
a. reducing costs of marketing; 
b. lowering the need and opportunity for profit of private marketing 
firms. 
One of the features of Canadian society, that is particularly impor-
tant for the final 'shape' of the farm and food policies, is the general 
state of the economy. High inflation rates in the seventies and early 
eighties have increased the interest in public policies to stabilize food 
markets. A poor balance of payments and a weak dollar have reinforced 
interest in expanding exports and substitution of imports by indigenous 
production. Restraints on the growth of government expenditure have 
increased the demand for its accountability. The growing importance of 
food-related issues in macro-economic management, in foreign economic 
policy and in several areas of social policy has resulted in a shared 
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shifted the locus of decision making towards the cabinet level of the 
government. 
A second influential feature is the difference in regional cir-
cumstances and opportunities which contribute to an endemic tension on 
national unity. The task of the federal government is to ensure a national 
farm policy that responds to the various specializations in the provinces 
and simultaneously stimulates harmonious federal-provincial relationships 
and national unity. 
Thirdly, farmers are an important electoral group. For this reason 
policies are strongly affected by competition between major political par-
ties (Forbes, et al., 1984). 
Figure 2.4 shows the used policy instruments for the major com-
modities. The most heavily protected sectors are dairy, eggs and poultry. 
For dairy the board assigned by the federal government regulates policy 
instruments for industrial milk. Fluid milk is regulated by provincial 
boards. The key policy instruments are recommended milk prices and support 
prices for butter and skimmed milk to ensure a reasonable return for an 
'efficient' farmer and use of quota to limit both entry and output 
(Hazledine, 1986). 
The egg and poultry policy is set out to regulate supply and perfor-
mance of the industry by restricting foreign imports and interprovincial 
trade, price setting and restricting input (number of birds) (Hazledine, 
1986). 
2.5.3 Provincial-federal relations 
In Canada both the federal and provincial government have jurisdic-
tion in the field of agriculture. Consequently both levels of government 
have introduced programs of support and benefit to the primary sector. 
Originally both levels had their own area of responsibility. The formula 
was: the federal government is responsible for research and inspection 
services and the provincial government is responsible for education and 
extension. 
Since the agri-food system has become more complicated, intervention 
expanded and nowadays it also involves such areas as farm credit, price 
stabilization, agricultural development and marketing. These issues are 
covered by both federal and provincial programs. The differences generally 
center around the problem of determining the role of each government in 
establishing policy objectives, determining the elements and deciding upon 
who will pay for the program (Grant, 1986). 
As said before, within the agricultural sector in Canada the nature 
of agriculture varies considerably. For this reason a federal program is 
not always able to serve all farmers in an effective manner. Normally the 
province, in which a federal service failed, had to face the demands from 
its farmers. It then moved to expand a provincial agency that better met 
the needs of the local farmers. An example is a land-based credit program 
which works out very well in most parts of Canada except for the small-
land based but intensive farming operations in some Maritime provinces. 
Although a continuous striving towards the development of a national 
agriculture is visible, the emphasis on provincial policy is increasing 
rather than decreasing. The provinces are under a continuous pressure to 
produce more of their own food. There are two major reasons for provincial 
governments to encourage agricultural development in their areas. One 
relates to security of food supply, the other relates to benefits that are 
derived in the local economy from locally produced food as there is stimu-
lation of secondary processing and supply firms. Local agriculture bene-
fits economic development and employment, and offers means to enter export 
markets (Grant, 1986). 
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2.6 Agricultural trade 
Canada has a large area of cultivable land. Due to the small popula-
tion compared to the amount of available land Canada is a net exporter for 
agricultural products. Table 2.5 shows exports and imports of major com-
modity groups during the recent period. 
The trade data reveal that the agricultural exports have a rather 
narrow basis. Grains and oilseeds account for about 65% of total exports 
value. Since the last decade there is a surplus on trade in live animals 
Table 2.5 Canadian agricultural trade: exports and imports by major 
agricultural commodity group (million $) 
Product Exports Imports 








































Grains and grain products 5,433 4,045 5,147 325 301 357 
Animal feeds 219 225 276 72 
Oilseeds and oil seed 
products 
Live animals, meat and 
animal products 
Dairy products 
Poultry and eggs 
Fruits and nuts 
Vegetables 
Other 598 1,022 957 1,807 2,633 2,589 
Total 9,137 8,886 10,386 5,418 6,767 6,877 
Source: 1980-84: Handbook of Selected Agricultural Statistics, 1986. 
1987-88: Agriculture Canada, Market Commentary, March 1990. 
and red meat. Both grain and meat are effectively priced at world market 
levels and Canada can be considered as a low cost producer with a com-
parative advantage for these commodities. The positive trade balance in 
dairy products results from the subsidies on national milk production, 
from price support and restrictions on imports. 
About half the agricultural imports consists of products that are 
either not produced in Canada or are produced only seasonally. Fruit and 
vegetables account for more than one third of total imports. Although 
dependence on imports for these commodities is still increasing, they 
offer the best prospects for import substitution. 
The dependence of the Canadian food system on world markets will grow 
in the future for two reasons. Firstly, successfully exporting the agri-
cultural products in which Canada has a comparative advantage will make 
important contributions to the balance of payments and to national income. 
Secondly, because the national market has a very limited absorptive capa-
city and because farmers cannot fully rely upon income transfer policies 
to provide them with sufficient economic returns and standard of living, 
the level of farmers' income and asset values, now and in the future, 
strongly depends on growing export sales (Warley, 1986). 
Most of Canada's international trade is with other developed 
countries (tables 2.6 and 2.7). The US ranks first for imports and 
exports. Canada is a net importer from the US and 40Z of the value of 
shipments to Canada from that country consists of fruit and vegetables. 
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Table 2.6 Destination of Canadian agricultural exports, 1981-1985 (in 








































































Source: Handbook of Selected Agricultural Statistics, 1986. 
The US-Canada trade is relatively unimpeded for a wide range of products. 
On 3 October 1987 the US and Canadian governments signed a free-trade 
agreement. The key-element is to eliminate the existing restrictive regu-
lation for trade in goods and services. Some sensitive sectors, like agri-
culture, are virtually left unchanged although an attempt is made to 
liberalize trade. 
Trade with the EC has been shrinking both in absolute and relative 
terms for the last decade. The major reason for this decline is the high 
protection provided by the CAP, which has stimulated EC output of many 
products to the point where the region is more than self-sufficient. 
Japan is, and is destined to remain, a huge importer of farm and food 
products because of the small base of cultivatable land and high popula-
tion density. Furthermore the Japanese authorities have opted to rely on 
world markets to provide almost the entire domestic demand for selected 
commodities, including wheat, feedgrains and oilseeds. 
























































Source: Handbook of Selected Agricultural Statistics, 1986. 
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The centrally planned economies, especially the USSR, have opened 
large markets for Canadian exports of grains and, to a lesser extent, 
livestock products since 1972. The development of this trade results from 
the decision of the authorities to provide larger supplies of livestock 
products to their citizens and to rely on grain imports from the West to 
make up short-falls in indigenous supplies. The year to year instability 
in the grain import demands of these countries and in the long term a 
decreasing demand because of an improved performance of their own grain 
sector are the main worries at present. 
Canada is, after the US, the second largest supplier of food aid to 
developing countries. Due to a slackening economic growth and accumulated 
debts the developing countries did not provide the rapidly expanding 
markets as expected in the 1970s. Because if continuing difficulties in 
agricultural developments, high population growth rates, large income 
elasticities of demand for food and changing food preference, the third 
world is 'considered to be a promising long-term agricultural export 
market, particularly in the supply of food and feed grains (Warley, 
1986). 
As a whole, Canada and the Canadian agri-food system need a reduction 
in the level of agricultural protection. The small size of the domestic 
market and severe limits on public expenditures rule out the option of 
insulating the Canadian agri-food system from the world market and for its 
major exports products - grain and red meat - there is a comparative 
advantage. 
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THE CANADIAN GRAIN AND OILSEEDS INDUSTRY 
3.1 Grain and oilseeds production by region 
As shown in the previous chapter the grain and oilseeds sector is an 
important agricultural sector in Canada. This chapter describes the 
regional specialization, the development of the Canadian grain and 
oilseeds industry and its present performance. The definition of grain 
used in this paper includes grain in its botanical sense as well as 
oilseeds. Because all these seeds share the same marketing facilities it 
is convenient to describe them as grain. Table 3.1 shows the grain produc-
tion in the various Canadian regions. 
















































































a) Other coarse grains include rye, buckwheat and mixed grain; b) Other 
oilseeds include mustard and sunflower seed. 
Source: Grain Trade of Canada, 1987-88. 
This table clearly indicates that the prairie provinces are the major 
grain producing region in Canada. The arid and cold climate limits grain 
production to a few species with very similar production cycles. Most 
widely produced are wheat, barley and canola. In the past, oats was also a 
major grain but oats production is being replaced by barley and its impor-
tance is still declining. Durum wheat and spring wheat are the most signi-
ficant wheat types. They are well suited for arid climates with extreme 
temperatures. Durum has the highest protein content and the lowest yields. 
It is mainly used for pasta manufacturing. Spring wheat also has a high 
protein content and therefore it is suitable for bread flour. Barley is 
partly used for human consumption (malting barley), but it is mostly used 
as a feed grain. Canola and rapeseed are destined for human consumption 
and animal feed. The production of canola increased rapidly during the 
early 1970s. Rapeseed was first grown during World War II when it was 
urgently needed as an engine oil. After the war a method was developed to 
convert the oil into an edible oil (Wilson, 1979). Then new varieties, 
called canola, were developed. They only needed to be crushed to obtain an 
edible oil. This offset a sharp increase in production. The introduction 
of these new varieties has led to increasing acceptance and use of 
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rapeseed oil and meal In domestic and export markets (Veeman and Veeman, 
1984). Corn (for animal feed) and soybean production are concentrated in 
Ontario. 
The eastern part of Canada has always been a grain deficit area. The 
main form of agriculture is livestock and the only area with a significant 
grain production is Ontario. Climatic conditions allow the production of 
wheat, corn and soybeans. The more humid and warmer climate is more 
appropriate for winter wheat production. This is a soft wheat with low 
protein content. It was mainly used as a feed grain. Now that milling pro-
cedures have been improved, it is also used for bread flours and pastry. 
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Figure 3.1 Generalized soil map of the prairie provinces 
Source: Horner, 1980. 
Figure 3.1 reveals the different soil zones within the prairies. The 
black soil zone around Winnipeg enjoys deep fertile soils, a fairly 
reliable moisture supply (annual precipitation is approx. 50 cm, with 
three-quarters of it falling as rain during the growing season) and a 
longer growing season than most of the prairies (over 170 days). The far-
mers have a wide choice in crops, ranging from corn to sugar beet, pota-
toes and vegetables in addition to common grain. Furthermore, continuous 
cropping is common. The black soil zone westward from Winnipeg and the 
northern region normally enjoy adequate moisture for annual grain produc-
tion (around 35 cm with about two-thirds of it falling in the growing 
season), but has a shorter growing season (160 days). A significant por-
tion of the brown soils is unsuitable for cropping each year because of 
the chronic moisture deficiency. Annual precipitation ranges from 30 to 36 
cm with two-thirds of it falling during the growing season, but then the 
evaporation is much higher than in the northern region. The growing season 
ranges from 160 to 170 days. 
On average, summer fallow accounts for 30% of the land use. Summer 
fallowing speeds the breakdown of organic matter and increases available 
nitrogen. In the past it was seen as a means of conserving moisture but it 
is not a very efficient method and it increases losses from wind and water 
erosion. The continued use of summer fallow at the present level is 
largely due to marketing constraints reflected in restrictive delivery 
































1970s a considerable reduction in summer fallow with increased use of fer-
tilizer would have been profitable, leading to higher volumes of produc-
tion (Horner, 1980). 
Most parts of the prairies are restricted to the production of grain, 
oilseeds or forage crops. The average yield approaches two tonnes per hec-
tare which is only 75% of average yields in the US and one-third of yield 
levels in France. A considerable expansion of production is thought to be 
technically feasible, by means of reduced summer fallow, use of idle land 
and increased yields. Especially in the black soil zone higher yields are 
obtainable since moisture is more assured and chemical fertilization has a 
better pay-off. The extent to which production will increase depends on 
economic conditions rather than physical constraints. The Canadian yield 
growth rates lag behind those of other major exporters and the world (see 
table 3.2). 
In Canada the development of high quality grains is emphasized. The 
high protein content is coupled to low yields. Another reason is the 
dependency on possibilities to market grain. The local market is small 
compared to production and transportation over long distances is necessary 
to reach other domestic or international markets. 
Table 3.2 Comparative world wheat yields (in 100 kg/ha) 







Source: International Wheat Council, World Wheat Statistics, 1987. 
3.2 Evolution of grain marketing institutions and systems 
A large part of the present producing area was settled in a period of 
rapid immigration that lasted from the turn of the century until 1930. The 
rapid development of agriculture depended on the rich and extensive land 
resources. Large areas needed only the plowing up of grassland to permit 
the production of grain crops. Very soon grain was the major commodity 
produced. The high production compared to the small local market created a 
strong demand for a transport system and equal access for producers to 
this transport and handling system necessary to reach other markets. To 
sustain the settled population and give them a possibility for commercial 
farming the government stimulated the creation of an extensive railway 
system with financial support and land gifts to the railway company. 
In 1897 the Crow's Nest Pass Rate was signed by the federal govern-
ment and the railway company. In exchange for a federal subsidy to assist 
in the construction of a railroad in order to develop southern British 
Columbia the railway company agreed to reduce freight rates for grain and 
to maintain this reduced rate in the oncoming years. In that period the 
transcontinental line was finished. This gave western grain access to 
overseas markets by means of all Canadian rail and water routes. The 
freight rates remained unchanged until a few years ago. 
Another threat to commercial farming were the low prices paid by the 
grain merchants to producers. In the beginning the grain merchants had no 
reliable means to hedge the risks of price changes of the grain they held 
in stock. To protect themselves against losses they took a high mark up 
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between purchase and resale price, which led to low prices for producers. 
So the Winnipeg Grain and Produce Exchange took the first step toward the 
creation of a futures market. In 1908 the Winnipeg Grain Exchange was 
established as a voluntary and unincorporated association. It provided 
futures trading in all kinds of grain. 
Until 1917 this open market system existed as the only operating 
system in Canada. Due to difficulties as a result of the war and a mono-
poly position of the British government as a seller, the futures market 
had to be closed for wheat and a board of the federal government regulated 
export sales. For other grains futures trading continued. This board of 
grain supervisors delegated all handling and sales transactions of wheat 
to firms that had previously marketed grain in their own right. In this 
way the government preserved its option to tu*.n back to the open market 
system whenever it became opportune. 
When after the First World War international trade did not ease, the 
government appointed a Canadian Wheat Board. The lines of the Board were: 
a. the Board is the sole purchasing and marketing agency for wheat; 
b. the Board sells the wheat to the best advantage on behalf of the pro-
ducers; 
c. all deliveries are pooled and made against payment of an initial 
advance, plus participation in any net profits realized from the sale 
of the crop. 
In the early 1920s trade became more balanced and wheat trade turned 
back to the open market system. As prices fell during the post-war 
depression, farm organizations turned their attention to the formation of 
voluntary wheat pools managed by the producers themselves. Three boards 
were formed; the Alberta, Saskatchewan and Manitoba Wheat Pools. Their 
lines were the same as those of the Canadian Wheat Board, but they also 
purchased or built their own elevators. 
During the 1929 depression grain prices plummeted below the initial 
prices and a governmental agency had to intervene once again to protect 
the Pools from bankruptcy by buying the wheat futures sold by primary ele-
vators. The agency found however that it could not resell the futures 
later without unduly depressing the market. So the agency kept accumu-
lating futures until it held a portfolio of an alarming size. To liquidate 
the accumulated futures, the Canadian Wheat Board was temporarily 
recreated in 1935. This time as a voluntary agency. Producers could sell 
to the Board receiving an initial payment and when net profit was made, a 
participation payment or they could sell on the open market. The voluntary 
Wheat Board tended to have wheat delivered to it only during periods of 
depressed prices with little opportunities to sell wheat at a profit. 
When the threat of a Second World War increased, the need of main-
taining a board became obvious. The government encouraged the provincial 
Wheat Pools to resume their marketing function but they preferred to func-
tion in the less hazardous elevator operations and the CWB was retained as 
a voluntary and temporarily agency. 
During the German invasion in European countries wheat prices fell 
again and producers delivered almost all of their wheat to the board. 
Because of a large crop in 1940 and the small storage space, the Board 
introduced a delivery quota system for the first time. In 1943, when the 
wheat price exploded in response to changed demand, the government closed 
the wheat futures market and the Board became a compulsory Board. 
The performance of the CWB had satisfied the producers to an extent 
that they chose for continuation of the compulsory board after inter-
national trade relaxed. In 1948 oats and barley also became board grains. 
Finally the board jurisdiction was modified when the government introduced 
a new feed grain policy in 1974. Since then producers were free to sell 
their feed grades of wheat, barley and oats through the board or on the 
open market. 
31 
The open and board marketing systems still exist. In the open 
marketing system free competition between buyers and sellers exists. In 
the board marketing system only one seller operates in the market. 
Corresponding with the marketing possibilities the following terminology 
has been introduced: 
board grains: 
all wheat, oats and barley, except off-board grains, which are: 
wheat, oats and barley marketed privately in the open, domestic 
market. 
non-board grains: 
rye, flaxseed, rapeseed not under the jurisdiction of the CWB, except 
for rail transport car allocation purposes. 
Historically the CWB was the sole agency for board grains; it 
marketed board grains produced in the prairies and the northern part of 
British Columbia. Since 1958 a second board agency operates for wheat pro-
duced in Ontario. Non-board and off-board grains are traded on the local 
markets or through futures markets at the. Winnipeg Commodity Exchange 
(WCE). The Canadian Grain Commission fulfills auxiliary functions. The 
responsibilities of these agencies will be discussed below. 
3.3 The Canadian Grain Commission 
The Canadian Grain Commission (CGC) is a governmental regulatory 
agency operating under the authority of the Canadian Grain Act. The objec-
tives of the Commission as stated in the act are: 
"The Commission shall, in the interests of the grain producers, establish 
and maintain standards of quality for Canadian grain and regulate grain 
handling in Canada, to ensure a dependable commodity for domestic and 
export markets." 
In order to maintain standards of quality the CGC is authorized to 
establish grain grades and grade standards and to implement an official 
grading and inspection system. Essentially the grading system is designed 
- bearing in mind the final use - to differentiate the relative qualities 
of £rain. For each grain variety there are several grades and each grade 
has a definition set out in the Canadian Grain Act or in the Canadian 
Grain Regulation approved under the authority of the Act. The grading fac-
tors are: 
a. minimum testweight in kg per hectolitre; 
b. variety; 
c. vitreousness, the glassy or shiny appearance of the kernel's hardness 
lends itself to a visual inspection as an indication of protein con-
tent; 
d. soundness, sound kernels are well-developed, mature and physically 
undamaged. 
Moisture and protein content as determined by analysis will qualify, 
but not alter the grade. Unlicensed or low quality grains cannot be 
graded. These grains cannot be transported through the grain handling and 
transportation system or marketed through the CWB or the WCE. The CGC is 
also responsible for the licensing of new varieties. Because the official 
inspection of grain is conducted on a visual basis any new variety to be 
licensed must be visually distinguishable. Strict and rigid criteria are 
imposed before varieties are licensed and the marketing of the unlicensed 
varieties is subject to tight regulations. 
It is argued by the grain industry that the visual identification 
criteria result in product loss, since many high yielding, adequate 
quality strains are wasted because of the application of these criteria. 
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Despite growing evidence of this loss the CGC and CWB official positions 
are that these licensing provisions are necessary to maintain the Canadian 
position in international markets. 
The grading and inspection are among the most important functions of 
the CGC. All grain received into or discharged from terminal or process 
elevator must be officially inspected. All export shipments from licensed 
transfer elevators are officially inspected and domestic shipments are 
inspected on request. Importers accept the Certificate Final as full and 
sufficient evidence of the grain quality. As a result of the grading 
system a 10% price-premium exists. 
The Commission also sets the maximum tariffs that may be charged by 
elevators for services they perform, like elevation, storage and cleaning 
and it establishes inland water freight rates. Other functions of the 
Commission are licensing and supervision of elevators; enforcement of pro-
cedures regulating handling, transportation and storage of grain; and con-
ducting investigations related to management and operation of the govern-
ment owned terminal elevators. Last but not least, the CGC conducts basic 
and applied research on grain quality. 
3.4 The Canadian Wheat Board 
Under the Canadian Wheat Board Act, the objectives of the Canadian 
Wheat Board (CWB) are: 
to market as much grain as possible at the best price that can be 
obtained; 
to provide prairie grain producers with price stability; 
to ensure that each grain producer gets his fair share of the 
available market each year. 
To ensure that the Board serves the producers' best interests an 
Advisory Committee, elected from eleven prairie election districts has 
been instituted. Meetings between the Commissioners and the Committee are 
held monthly. 
The CWB operates as the sole seller of the wheat, oats and barley 
produced in the designated area - the prairie provinces and the B.C. Peace 
River district - sold in international markets. Each year the federal 
government establishes a floor price for the basic grade of each board 
grain. The producers receive an initial payment which is equivalent to the 
floor price for each delivery of board grain. The initial payment is below 
the world price, usually about 25%, and therefore does not act as a sub-
sidy. The board operates five pool accounts, for durum wheat, other wheat, 
oats, designated (-malted) barley and other barley. Price pooling leads to 
the same price for delivered grain of the same grade, regardless the date 
of delivery within each crop year. Any variation in cash receipts is due 
to differing transportation costs. The board is charged with the respon-
sibility of selling the grain, whether market prices exceed initial 
payments or not. If realized net sales prices exceed the initial payments, 
the profit accrues to producers, if not, the federal treasury absorbs the 
loss. 
The sale and pricing of board grain in export markets is the main 
responsibility. To achieve adequate selling prices several kinds of infor-
mation are used like competitors' prices, particularly those registered in 
US markets, ocean freight rates, volume and price levels of sales made by 
competitors, crop and harvest conditions in all major grain producing 
areas of the world and supply of Canadian grain. 
The CWB is also responsible for all grain movements to meet sales 
commitments. The CWB does not own grain elevators or other handling faci-
lities but employs existing facilities of trade. Because the CWB is the 
largest user of grain elevation and transportation facilities, it was 
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given the authority to coordinate the entire interprovincial movement of 
grain; board and non-board grains. So it coordinates grain shipments from 
the country elevator to either the domestic user or export position. 
As mentioned above, the price received by producers is independent of 
the moment of delivery within a crop year, since it is the result of 
price-pooling, with a correction for transport costs. Costs resulting from 
storage on farm before delivery are not compensated. As a result of this 
system every producer tries to deliver as much as possible and as soon as 
possible. The restricted transport and storage facilities necessitate an 
optimal use of the system. To maximize grain sales and ensure each pro-
ducer a fair share to the grain forwarding system a system of permit books 
and delivery quota has been developed. In 1979 the objectives of a deli-
very quota system were defined as follow: 
to bring into market channels within the authority of the Canadian 
Wheat Board Act, at the right time, the kinds, qualities, and quan-
tities of all grain required to effectively meet market demand; 
to allocate delivery opportunities for grain in demand to producers 
with a reasonable degree of equity. 
Secondary objectives include: 
promoting an orderly grain flow for efficiency in the operation of 
handling and transportation facilities; 
providing producers with the freedom to deliver to elevators of their 
choice (Grain Matters, July 1987). 
The quota system is applied for delivery of the six major grains: 
wheat (including durum), barley, oats, rye, rapeseed and flaxseed. In 
advance of a new crop year, each producer must report the area sown to the 
six major grains, summer fallow, miscellaneous crops and perennial forage. 
This totals his assigned area. When he has established the total area he 
is free to choose the area he wishes to assign to each grain to establish 
a delivery quota entitlement. He is also allowed to establish a quota for 
a grain not grown this season, but still in storage from last year's har-
vest. The allowed delivery is a fixed quantity per assigned acre for each 
grain. The delivery quota are specific for a particular grain and the 
quota apply only for a limited period, normally a few months. 
The theoretical principle is that each producer should be entitled to 
a share of the grain handling facilities in proportion to the amount of 
grain he produces for the market. Normally the yields are much higher than 
the amount of grain the producer is entitled to deliver for each hectare. 
Therefore producers with high rates of summer fallow receive a dispropor-
tionate share of the marketing rights (Hildebrand, 1983). Since 1982/83 a 
bonus acreage quota has been introduced. The bonus acres are determined by 
subtracting the area in miscellaneous crops and summer fallow from one-
third of the total seeded area. The aggregate is added to the prior calcu-
lated assignable area to become the total assignable area or total quota 
acres. In the present system producers with little summer fallow will have 
delivery possibilities for larger amounts of grain. 
However, the quota system makes no direct allowance for differences 
in productivity. Due to climate and geography some areas within the 
prairies are not as productive as others. A farmer who produces con-
sistently smaller yields will be allowed to deliver a larger percentage of 
his production. The system is also not incentive to increase productivity 
by use of high yielding varieties or high input. The highly productive 
farms still have to seek other outlets for the grain like storage or use 
on farm, sale to other farms as feedgrains or deliveries - by truck - to 
feed mills. 
The system effectively reduces competition among producers and 
creates possibilities for commercial farming in areas with less favourable 
climatic and infrastructural conditions. 
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3.5 Government subsidies 
An important part of the political and regulatory framework of the 
grain industry is the financial support provided to grain producers by the 
government. Table 3.3 shows estimates of the various supports provided to 
wheat producers from 1970 to 1985. Until 1986 the Canadian policy did not 
involve direct income or price support. 












































VGSA » Western Grain Stabilization Act. 
LIFT » Lower Inventories For Tomorrow. 
- unknown. 
a) West Canada only; b) a.o. Feed Freight Assistance, Export Credit, 
Temporary Wheat Reserves Act. 
Sources: Glenn, et al., 1983; Canadian Wheat Board, 1986. 
One notable exception was the Lower Inventories For Tomorrow (LIFT) 
program in 1970/71, in which farmers were paid to set aside acreage. 
However, this program only existed for one year. The strong demand for 
grain from the USSR in 1972 reduced grain stocks and stimulated grain pro-
duction to higher levels. The majority of government support has been in 
the form of transport subsidy. With the falling prices during the eighties 
the Western Grain Stabilization Act, WGSA, has also become more important. 
Both programs will be discussed below. 
3.5.1 Crow's Nest Pass rate 
In the past transport subsidy was given under the Crow's Nest Pass 
Agreement established in 1897. Under the terms of the agreement, the 
federal government provided the railway with a subsidy to complete a 
railway connection to southern British Columbia via the Crow's Nest Pass. 
In return, the railway accepted the principle of rate regulation by a 
railway commission and agreed to reduce a number of existing rates, 
including those of grain which were to remain at the same level 
thereafter. The rates were applicable for transport from the prairies to 
elevators in the west (to Vancouver or Prince Rupert) or in the east (to 
Thunder Bay or during the winter period to the Maritime ports under the At 
and East rates). 
When the Crow's Nest Pass Agreement took effect the rates were com-
pensatory but after WW II as operating costs escalated the Crow rates 
became a burden to the railway company. The federal government chose to 
pay a branch-line subsidy to assist in the continuation of the Crow rates 
instead of raising the statutory rates. This subsidy program covered only 
part of the gap and the railways had to make up the balance through lower 
operating surpluses, depreciation and foregone investment (Wilson, 1979). 
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In 1977 the transportation costs amounted to $15.4/tonne. Producers 
only paid $4.90/tonne (32%), another $2.72/tonne (18%) was added by 
branch-line subsidy but the remaining gap still covers $7.50/tonne (49%) 
(Harvey, 1981). As a result, the maintenance and replacement of track and 
equipment by the railways was less than adequate, the railways started to 
abandon branch-lines and the throughput of the system became the weakest 
chain in the marketing process. 
In order to improve the railway system a commission was installed. 
This commission classified all branch-lines into two categories, one which 
can be abandoned and one which is guaranteed to exist until the year 2000. 
For the last group a government subsidy was paid to cover the costs speci-
fic to the continued use of these lines. The federal government also 
started to purchase grain-hopper cars which are allocated by the CWB and 
are for the exclusive use in the carriage of grain. 
In 1983, when rail losses were still not covered the Western Grain 
Transportation Act, WGTA, was passed. It replaced the Crow's Nest Pass, 
with rates reflecting the changed costs of grain transport. Each year a 
fixed Crow Benefit of $658 million (based on the 1981-82 railway revenue 
shortfall) is paid by the government to the railways. The statutory rates 
will increase annually between 3% and 6%. In due course farmers will pay 
larger shares of actual rail costs, although also in the long run it will 
not exceed 50%. 
Since the Crow rates have a very long history, it has played an 
important role in the agricultural development of the prairie provinces. 
Prior to the seventies the difference between transport costs and rates 
was low and the spread in domestic grain prices in western and eastern 
Canada was not significant. With much higher rates of inflation in the 
seventies the distortion of farm-gate prices induced a misallocation of 
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Figure 3.2 Effect of a transportation subsidy 
Source: Arcus Consulting Ltd., 1985. 
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Figure 3.2 presents the effects of a transportation subsidy on 
exports and on the domestic market. On the right hand the supply curve is 
shown. As for most agricultural products the supply curve for grain can be 
considered as very elastic in Canada. On the left hand the demand curve 
for the local and export market is shown. The demand curve for the inter-
national market is elastic. Demand on the local market is, certainly in 
the short term, rather inelastic. Without a transport subsidy, quantity 
QS1 is produced and partly sold at the export market QE1 and partly local 
QH1. The export price is PE1, transportation costs are Tl and price in the 
local market is PF1. When a transportation subsidy is introduced, the 
effective costs of transportation are reduced from Tl to T2. 
Export prices decline from PE1 to PE.'. encouraging exports from QE1 to 
QE2. The net price received by producers increases from PF1 to EF2 and 
local consumers have to pay the higher price PF2. The higher price 
received by producers stimulates production from QS1 to QS2 and local 
demand decreases from QH1 to QH2. 
Both grain producers and importers benefit from the program. The pro-
ducers' gain is (PF2 - PF1)*QS1 + hij. The importers' gain (PE1 - PE2)*QE1 
+ abc. Losers are the local buyers, total costs are (PF2 - PF1)*QH2 + def. 
The program has affected agricultural development in several ways. 
The low rates for transportation act as an export subsidy, increasing 
Canada's share in the world market. 
As shown the price received by producers for grain transported under 
the WGTA is higher than it would be in the absence of the subsidy. As a 
consequence the price of land increased and the subsidy promoted the pro-
duction of statutory grain compared to crops that must bear the full costs 
of transportation. Without the program a comparative advantage resulting 
from low input prices exists for users in the local market; the program 
has reduced this advantage. The program has reduced the comparative advan-
tage and in this way negatively influenced the development of the pro-
cessing industry and livestock production in the prairies. In the past 
only the unprocessed product was transported under the Crow rates. Since 
1983, processed products are covered but livestock and livestock products 
are still excluded. 
Because nearly two-thirds of the prairie grain production is tradi-
tionally sold off the prairies, the local market tends to be a residual 
market. Especially in times of tight supplies the buyers in the prairies 
like the western livestock industry and the grain and oil processing 
industry have had to pay the artificially higher price. This has reduced 
their margins and hence their incentives to expand. In conclusion it may 
be said that the program has negatively influenced the settlement and 
development of the processing industry and livestock production. 
While the transport subsidy has a negative influence on the grain 
processing industry in western Canada, it has no impact on grain prices 
for users in eastern Canada. The availability of US grain reduced the 
dependence on western grain. Moreover, the price of feedgrains in the east 
is generally determined by the price of corn, which is mostly used. This 
means that the subsidy has produced a slight benefit to eastern agri-
culture (Lerohl, 1984). 
3.5.2 The Western Grain and Stabilization Act 
The Western Grain and Stabilization Act, WGSA, was introduced in 1976 
to reduce inter-year income distortion. The WGSA guarantees that the 
aggregate gross margin (cash receipts minus cash expenses) for the six 
major grains in any year will not be below the previous five year average 
of this margin calculated for the prairies as a whole. 
The program is voluntary. The participating farmer contributes two 
percent of his gross grain receipts to the stabilization fund, the federal 
government adds an additional amount which is twice the amount paid by the 
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farmers and bears expenses for administration. Payouts, when made, are 
allocated to producers on the basis of their contributions to the fund 
over the previous three years. 
If payouts move outside certain upper (credit) or lower (debt) limits 
the Act provides for the possibility to alter the levels of contribution. 
Producers benefitting from the plan are limited to the first $40,000 gross 
grain receipts. This limitation ensures that large farms do not benefit 
proportionately. 
The major principles in the design of the program are: 
year to year fluctuation in gross margin should be ironed out but 
producers should not be shielded from long term market trends, since 
the latter stimulates an appropriate allocation of resources, 
to avoid the freezing of resources allocation, the general instead of 
individual or regional gross margin is chosen as a basis for payouts. 
For the same reason the basis of six grains is chosen instead of each 
one separately. 
the WGSA covers instable income resulting from the unpredictable cli-
matic conditions, fluctuations in real grain prices and fluctuations 
in the possibilities to market grain. 
Due to the falling grain prices the program was $1.5 billion in the 
red in 1987 (Western Producer, Dec. 3 1987). With the disastrous outlook 
for grain prices, the government decided to write off about one-half of 
the accumulated deficit (Globe and Mail, Dec. 16 1987). Attempts are made 
to broaden the program to all crops with any economic significance. Since 
the program has been changed into a governmental support program it should 
be possible for all producers to participate in the program and the 
program should be as neutral as possible in its influence on production 
decisions (Western Producer, Dec. 3 1987). 
Grain producers outside the CWB's designated area are protected 
against year to year instability by the Agricultural Stabilization Act. 
The Act provides deficiency payments for corn, soybeans, oats and barley 
when the gross margin falls below 90% of the previous five year average. 
3.6 Recent developments in government subsidies 
In imitation of the US the Canadian government decided to increase 
financial support to the grain sector in 1986. The means used were a 
change in the two-price system program and implementation of income sup-
port through the Special Canadian Grain Program. 
Since 1973 a two-price wheat system exists that separates the price 
for domestic wheat for human consumption from international prices. Price 
ranges were used to ensure that domestic prices were representative of 
world prices, but at the same time, to provide some protection for con-
sumers and producers against extreme price fluctuations. 
As a reaction to the falling prairie farmers' income due to the low 
world wheat prices the government decided in 1985 to raise wheat prices 
for domestic consumption. For 1986-87 the higher price will add an extra 
$220 million subsidy to the grain producers. 
In 1986 the federal government decided to start with direct income 
support to grain producers. The Special Canadian Grain program (a specific 
one-year program) is designed to defray the costs of the international 
trade subsidy competition. For 1987 $1.1 billion cash will be paid out to 
grain farmers. About 80% of the funds will go to grain farmers in 
Manitoba, Saskatchewan and Alberta, with Ontario receiving 10% and Quebec 
8%. Each payment is calculated using a formula that includes number of 
hectares, the average productivity and the estimated financial harm the 
farmer has suffered because of international subsidies (Globe and Mail, 
Dec. 16, 1987). The subsidies are in addition to the existing programs and 
increase support by more than 100 percent. 
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DEVELOPMENTS IN THE GRAIN AND OILSEEDS MARKETS 
4.1 Introduction 
As discussed in the first chapter wheat prices have plummeted as a 
result of a subsidy war between the major suppliers. For the oncoming 
period prices are not assumed to recover structurally, although prices 
have gone up in 1988 due to the drought in the US and Canada. For Canada 
wheat is the most important crop and developments on the international 
market press Canada to find other ways to market wheat or change to other 
grain or oilseeds. In this chapter the development and prospects for the 
various markets will be discussed. 
4.2 Grain production 
In 1960-61 the grain production totalled 25.3 million tonnes. At that 
moment the carry-over stocks were almost as high as the annual production 
(see figure 4.1 and 4.2). This situation prevailed during the 1960s until 
the 1970-71 crop year. For this crop year Canada was faced with a wheat 
carry-over of 27.4 million tonnes while total demand had reached only 
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Figure 4.1 Canadian grain production 
Source: Mutch, 1987. 
14 million tonnes. This resulted in a major acreage reduction program, 
LIFT, which cut production into half, falling from 18.3 million tonnes to 
9.9 million tonnes. An initial impact of the LIFT program was an increase 
in coarse grain production by over 30%. 
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In 1972 international demand Increased, strongly reducing the supply 
levels and prices started to rise. Canada increased production but by the 
mid 1970s when international demand was high, the export capacity became a 
concern. When the 1970s drew to a close grain inventories began to rise as 
supplies exceeded the capacity of the system to move the grain out of the 
prairies. During the 1980s, due to certain investments in the grain export 
capacities as well as a decline in rail-shipment of other products, the 
total grain export capacity increased substantially. This in turn stimu-
lated an increase in grain production. 
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Figure 4.2 Canadian grain carry-over 
*) Prior to 1975-76 corn included only commercial stocks. 
Source: Mutch, 1987. 
In the following part the production and demand for wheat, coarse 
grain and oilseeds in both domestic and international markets will be 
discussed. 
4.3 Wheat production and marketing 
Wheat production amounts to 31.8 million tonnes in 1986. The projec-
tions per region are as follows: 18.6 million in Saskatchewan, 7.4 million 
in Alberta, 4.5 million in Manitoba and 1 million in Ontario. Hard spring 
varieties account for 85% of the wheat produced in Canada and durum wheat 
used for pasta products makes up much of the remainder. The hard wheats 
are agronomically well suited to the semi-arid conditions that charac-
terize most of the Canadian grain growing areas. The wheat is a high 
quality product with prices that rank among the highest in the world (see 
table 4.1). These wheat varieties command a price premium because of their 
high protein content traditionally required by millers and bakers. Another 
factor supporting the high price is the rigid quality control system. 
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Table 4.1 Export prices for the major exporting countries in US dollars 
















































Source: International Wheat Council, Wheat support policies and export 
practices in five major exporting countries, 1988. 
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Figure 4.3 Canadian wheat usage 
Source: Mutch, 1987. 
Figure 4.3 shows the disposition of wheat from 1960 to 1985. Exports 
have played the leading part since the development of western grain pro-
duction. In 1985 73% of total wheat production was exported. The domestic 
market absorbs the balance, half of it is used for human consumption and 
the other half is used as feedgrain. 
4.3.1 Export markets for wheat 
In 1987-88 Canada's share in world wheat exports reached its highest 
point in the 1980s; 21%, second largest after the US. Although world trade 
in wheat hardly increased since 1980, Canada enlarged its share in the 
export market. The major reasons were the problems of the US with the USSR 
and an improved performance of the Canadian grain handling system. Over 
90% of wheat is exported as a bulk product and the balance is made up by 
wheat flours. Importers show a strong preference to import the unprocessed 
product and add value by processing in their own country. Table 4.2 
reveals the major markets for wheat and wheat flour. 
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Table A-.2 Canadian wheat exports in million tonnes (q) and Canadian 

































































































World 21.0 20 19.4 17 16.8 18 20.8 18 23.6 21 
Source: Grain Trade of Canada, 1987-1988. 
*) Market share is exclusive of trade within the EC. 
The USSR is the major export market for wheat. In the long term the 
USSR is certainly not a stable market. In the Soviet Union a higher grain 
production has been given top priority. This should be achieved by means 
of monetary and other incentives, which have been introduced. In 1984-85 
imports dropped and in the near future the USSR could become self-
sufficient in grain (Mutch, 1987). In the short term Canada is a preferred 
wheat supplier for the Soviets. In 1985 a new five year grain deal was 
signed. A minimum purchase of 25 million tonnes of grain was concluded, of 
which wheat will make up the biggest part (Western Producer, Dec. 19 
1985). 
China, the second largest importer, is also seen as a decreasing 
market. Although wheat consumption doubled between 1974-75 and 1985-86, 
virtually all of this increase in consumption was the result of increased 
domestic production. The harvested acreage and the yields per hectare have 
grown dramatically. In 1985-86 China was essentially self-sufficient for 
grain and it will limit grain imports as much as possible, while simulta-
neously promoting grain exports (Mutch, 1987). However, China had to 
import more wheat in 1986-88. 
In the past the developing nations were a huge market for grain 
surpluses. This demand however was heavily dependent on food aid or credit 
sales. The strong growth in grain imports by these nations from 1972 to 
1982 was debt driven. Nowadays it becomes increasingly obvious that most 
of the Third World debt will never be repaid. Since 1984-85 grain exports 
to developing countries started to fall and they are expected to decrease 
further during the oncoming period (Mutch, 1987). 
In both 1984 and 1985 the prairies suffered a severe drought, 
reducing total production. Especially high quality grains are in tight 
supply. Wheat carry-over is growing but the increase is mainly in the 
medium quality wheat. This grade is competing against subsidized US and EC 
wheat and buyers are more difficult to find (CWB, 1986). The CWB has aimed 
at maintaining the market segment of high quality hard wheats for which 
Canada is the most important supplier. However, the last few years the 
medium quality wheat was the fastest growing market. The demand for wheat 
has changed from high quality hard wheat to medium quality; this trend has 
made Canadian exports more sensitive to competition in international 
markets. Two developments have contributed to this trend. Firstly, 
improved technologies in milling and baking industries have allowed 
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Substitution with lower quality (and thus lower priced) wheat. The second 
reason is the shift from export markets in Europe to markets in the East 
and Centrally Planned Economies. These new markets have a preference for 
food products favouring the softer varieties of wheat. Consequently higher 
yielding soft or medium hard wheats have captured a larger market share 
and the price premiums for hard red spring over other wheats tend to 
narrow somewhat (Veeman and Veeman, 1984). 
A change in production to medium quality and higher yielding 
varieties is visible, although the C.G.C. has been cautious about 
licensing the new varieties for fear of jeopardizing Canada's reputation 
for a high quality product and the premium this product commands. 
4.3.2 Domestic consumption of wheat 
In 1985-86 domestic use accounts for only 23% of total wheat produc-
tion. The use is equally divided between human consumption (8.8X) and use 
as animal feed (8.5X) with seed, waste and dockage making the balance. The 
use for human consumption will be discussed below while the use as feed 
grain will be discussed together with coarse grain. 
As discussed in the previous chapter domestic wheat prices doubled. 
This higher price influences only the domestic wheat sales for human con-
sumption, which account for less than 10% of production. The immediate 
effect of the price increase is that domestic flour mills are faced with 
higher input costs. While imports of any flours are prohibited by the 
Canadian Wheat Board Act, the flour-based products are permitted unlimited 
entry with only a small tariff. As a result imports have been increasing 
over recent years (Koch, 1987). 
As part of the Free Trade Agreement the program is to be stopped and 
replaced by direct income support paid to the farmers (Western Producer, 
Nov. 19 1987). 
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Figure 4.4 Canadian barley usage 
Source: Mutch, 1987. 
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Figure 4.5 Canadian oats usage 
Source: Mutch, 1987. 
4.4 Coarse grain production and marketing 
Barley production is estimated at 15.0 million tonnes in 1985-86, of 
which 7.5 million was produced in Alberta, 4.0 million in Saskatchewan and 
1.9 million in Manitoba. Eastern Canada produces 1.5 million tonnes with a 
50% share for Ontario and a 40Z share for Quebec. As with wheat, barley 
still remains a prairie crop, but increased output may develop in eastern 
Canada in the years ahead. 
Up until the 1969-70 crop year, barley was mainly consumed in the 
domestic market (see figure 4.4). During the 1960s the domestic feed con-
sumption rose steadily until 1971-72. The LIFT program resulted in an 
increased production of coarse grains. The following period was marked by 
high grain prices inducing a decline in local use in the prairies. Since 
then, the export market has become a more important outlet, while domestic 
use was rather constant. 
The other coarse grain mainly produced in the prairie provinces is 
oats. Production was decreasing during the last decades. Oats has tradi-
tionally been a domestic crop for local feed purposes (see figure 4.5). 
Since the beginning of this decade there has been a slowdown in the rate 
of shrinkage of the market. As oats will always command a certain market 
demand, especially for horses, there is a possibility that the long 
contraction in this sector may be nearing an end. 
Corn production is located in eastern Canada. Total production 
reaches 6.7 million tonnes. Ontario has a 78Z share and the balance is 
produced in Quebec. Since the beginning of the 1960s production has extre-
mely expanded. The increase started in Ontario but since 1980 output in 
Quebec is also increasing. 
Domestic feed usage of corn has also risen from 0.8 million tonnes in 
1960-61 to 5.6 million tonnes in 1985-86 (see figure 4.6). Most of this 
usage has occurred in central Canada in the region where the crop is 
grown. During the 1970s Ontario moved from a feed deficit into a feed 
surplus region and more corn moved into Quebec and the Maritimes. Coarse 
grain is marketed in several ways. A small part is exported, another part 
is destined for industrial use and the major part is sold as feedgrain or 
converted into livestock or livestock products on farm. 
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Figure 4.6 Canadian corn usage 
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Source: Mutch, 1987. 
4.4.1 Export markets 
Canada is a net exporter of coarse grain. Its share in world trade 
varies from 3.5 to 6X. In international coarse grain markets corn makes up 
70% of all trade. Canadian corn production however is primarily for 
domestic use and exports are usually offset by imports. Barley 
- approximately 25% of the world trade in coarse grain - is of relatively 
greater importance to Canada. World trade leader is the EC with a 30% 
share, followed by Canada, with 28% (FAO Trade Yearbook, 1986). Table 4.3 
shows the major markets for Canadian barley. 
Table 4.3 Canadian barley exports to major markets (x 1000 tonnes) 





































Source: a Annual Report CWB, 1986. 
b Grain Trade of Canada, 1987-88. 
Saudi Arabia emerges as the largest customer. Actual purchases may be 
even higher, as the table gives only the barley exports in bulk. Saudi 
Arabia also buys large quantities of bagged barley through intermediaries. 
In the statistics the port of destination may have been Europe or Asia, 
where the barley is bagged and transhipped to Saudi Arabia. The last year 
purchases in bulk increased, substituting bagged barley. 
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The outlook for the barley market is promising. World stocks are at a 
low level and barley prices are likely to remain at a premium to corn. The 
Canadian barley exports are expected to rebuild to former levels (Market 
Commentary, December 1989, March 1990). 
4.4.2 Industrial use 
A new market for Canadian feedgrain could be created by a widespread 
use of ethanol additive for gasoline. Possibilities are being investigated 
to use a gasoline alcohol mix that would include 3% ethanol, manufactured 
from a grain base. This market would absorb 2.7 million tonnes of low 
quality feedgrains which is equivalent to 22Ï of total barley production 
in 1986. The ethanol production would create a usable feed byproduct that 
could reduce the imports of soymeal. Until now this possibility is con-
sidered to be economically uncompetitive compared to fossil fuels. 
Since Ontario has become a corn surplus region industrial use of corn 
has increased over the years. A significant proportion of the growth in 
the corn processing industry results from High Fructose Corn Sweetener 
(HFCS). In the short term there is an export potential to the US. The 
sweetener industry competes with US sugar, which is significantly priced 
above world level. If the US industry develops an overcapacity, Canadian 
access to the market could be endangered. 
Although the self-sufficiency rate for sugar is virtually nil, the 
sweetener cannot compete on Canadian markets where world market prices 
prevail. 
4.4.3 Feedgrain used for livestock production 
Coarse grain is mainly used as a feedgrain in the domestic market. 
Livestock production and particularly cattle production tends to involve 
more intensive use of feedgrains instead of forage (Veeman and Veeman, 
1984). Figure 4.7 shows the domestic consumption of feedgrain. 
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Figure 4. 7 Domestic consumption of Canadian feedgrain 
Source: Mutch, 1987. 
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It is obvious that total feedgrain consumption has risen slightly 
since the beginning of the 1970s. The composition of the used types of 
grain has changed considerably. Both corn and barley grew in importance 
while oats lost market share. To have a better understanding of the 
changed use of feedgrains and the outlook for the domestic feedgrain 
market, a closer look at the livestock production and policy is required. 
4.4.3.1 Grain-livestock complex 
Grain can be marketed in two ways: ap grain or after conversion, as 
meat. Feedgrains are used in the red meat, dairy and poultry sector. These 
sectors form traditional channels for surplus grain in periods of large 
supply. .However, the possibilities to market grain as meat at a profit are 
not the same in the various parts of Canada. As became obvious in table 
2.3 livestock production is certainly not equally distributed over Canada. 
Ontario and Quebec play an important role as producer for both dairy and 
poultry. The main type of livestock production in the prairies is cattle. 
The distribution of livestock production is induced by two factors. 
Firstly, the government intervention in the red meat, dairy and poultry 
sector. Secondly, the feedgrain policy. Both will be discussed below. 
The red meat sector 
The red meat sector is largely composed of beef and pork industries 
and is one of the roost important components of the Canadian food system. 
Around one-third of total farm cash receipts is made up of sales of cattle 
and hogs, of which Canada is a net exporter. 
Market instability has been a characteristic of both beef and pork 
markets. Disturbances are of two types: short-term fluctuations in prices 
resulting from temporary imbalances in the supply of and demand for cattle 
and hogs and long-term cyclical movements in supplies and prices (the hog 
and beef cycles). In addition, instabilities in the beef markets, par-
ticularly the price-depressing effects of periodic increases in beef 
imports into the relatively open market by suppliers with protected 
domestic markets (Japan, EC and the US), have led to concerns among beef 
producers. 
The government has used three general policy instruments to decrease 
market instability, competition from overseas suppliers and market imper-
fections. 
At the federal level the Agricultural Stabilization Act has been 
introduced. The objectives of the Act are to support farm income during 
periods of low market returns and to develop the food system by stabi-
lizing prices and supplies. Under this legislation, deficiency payments 
were made if the average market price in a given year for hog or slaughter 
cattle fell below 90% of the average market price during the preceding 
five years. This floor-price was adjusted to reflect changes in cash 
costs. In 1986 a national program became available on a voluntary basis. 
Joining required the phasing out of provincial support payments. This tri-
partite program is a national program with costs shared between producers 
and the federal and provincial government. In this program a quarterly 
support price is set, based upon a guaranteed margin between current and 
cash costs plus a percentage of the five-year-average gross margin. The 
margin employed for cattle is 50% and for hogs 95%. The program is planned 
to be restricted to previous production levels or domestically consumed 
product. 
Trade policy has been put in place to regulate competition from over-
seas suppliers of beef. Protection was achieved by fixed rate tariffs and 
import quota. 
For the hog sector, marketing boards have been established by provin-
cial governments with a view to increasing producers' bargaining power and 
increasing efficiency in the marketing system. All hog boards have adopted 
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some form of price-pooling. The price is highly correlated to the US 
price, as the latter sets the market. Canada does not have a national 
supply program for hogs (Gilson, 1982). 
Beef producers have favoured competitive marketing systems and 
collective action through the Canadian Cattlemen's Association to increase 
the flow of market information. 
Both sectors are rather unimpeded from governmental intervention. 
Canada is a low cost producer for both sectors and competes successfully 
in international markets. 
The dairy sector 
Dairy is the third most important farm commodity after grains and red 
meat, representing 20Z of total farm cash receipts. In Canada the fluid 
milk market and industrial milk market is separated. The fluid market, 
which accounts for 372, is supplied by 'fluid milk producers' who are 
licensed specifically to sell milk that will be consumed as whole, 2% or 
skimmed milk. The industrial market, with a 63% share, is supplied by spe-
cialized industrial producers who are licensed specifically to sell milk 
that will be consumed as manufactured dairy products such as butter, 
cheese, yoghurt and so on. The surplus of the fluid milk is also supplied 
to the industrial market. 
Dairy farming is a significant farming activity in virtually every 
province though production is by no means equally distributed over Canada. 
Ontario and Quebec have three-quarters of total dairy production and 
almost one-half of the industrial milk is produced in Quebec. 
The economic intervention and regulation in the dairy sector has a 
long history and has resulted in a comprehensive regulatory system. Both 
provincial and federal governments intervene and the major objective of 
the interventions has been to increase income. This has been done by three 
main measures: direct subsidies, indirect income transfer from consumers 
by price support and supply control programs and finally barriers against 
the movement of milk and dairy products across the national border and, 
for fluid milk, across provincial boundaries too. 
Provincial governments and boards operate autonomous policies for 
fluid milk. Objectives are self-sufficiency in fluid milk supplies, year-
round continuity in supply, seasonal price stability, adequate returns for 
producers and inter producer equity in the price received. The boards 
control participation in the fluid milk market and restrict output by 
operating licensing and supply control programs. Fluid milk prices are 
fixed by means of formulas and discrimination in the end-use of the pro-
duct. 
The federal government has jurisdiction on industrial milk policies. 
In 1967 the Canadian Dairy Commission (CDC) was installed. The stated 
objectives of the CDC are: to provide efficient producers of milk and 
cream with the opportunities of obtaining a fair return for their labour 
and investment and to provide consumers of dairy products with a con-
tinuous and adequate supply of products of high quality. 
The total supply is limited by a system of individual subsidy eligi-
bility quota. Domestic industrial milk production is set at a level to 
supply the whole Canadian demand for butter fat at the CDC support price. 
The surplus of skimmed milk powder resulting from this production level is 
exported. The subsidy needed for this export is mostly covered by a hold-
back charge deducted from the deficiency payments to farmers. Production 
above the allocated quota is charged with a high penalty. 
The rules and regulations governing the transfer of quota between 
producers varies from province to province ranging from a fairly free 
market to a system where unused quota revert to the board and are then 
administratively allocated. The national scheme does not allow interpro-
vincial trade in milk quota, although in theory adjustments can be made to 
interprovincial shares in total milk production (Forbes, et al., 1984). 
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The poultry sector: Eggs and broilers 
There are approximately 2300 egg producers and the same number of 
broiler producers in Canada. The sector is not of great importance com-
pared to red meat and dairy, representing only 6% of total farm cash 
receipts. Production is mostly located in Ontario and Quebec. Almost 40X 
of total egg production is based in Ontario, followed by 16% in Quebec and 
about 13X and 11% in British Columbia and Manitoba, respectively. The 
broiler production is also mainly based in Ontario and Quebec, sharing 
over two-thirds of total production. British Columbia is a distant third 
with 10Z of national production. 
Since 1970 the consumption of broilers is increasing and the sector 
shows a moderate growth. The broiler and egg sector can be seen as one of 
the most organized sectors in the food industry. The present policies have 
their origins in the 1950s and 1960s. Rapid technological advances caused 
a dramatic decrease in costs of production. This process started in the US 
and resulted in market instability and intense competition for Canadian 
producers. As a result provincial boards were established but the US was 
still the determining factor for Canadian egg and broiler prices and the 
continuation of the family farm in this sector was threatened. The federal 
government decided to install Canadian marketing agencies that were 
authorized to regulate price and the quantity produced in Canada as well 
as to control interprovincial movements. The main features of the national 
marketing plans are as follows: 
national, provincial and individual quota are set to provide the 
quantities of eggs and broilers at administered prices; 
imports of eggs and broilers are limited by import quota, such 
imports also being subject to tariffs; 
prices are set partly on a cost of production formula and partly on 
other factors. 
The provincial producer marketing boards have control over who may 
participate in egg and broiler production by establishing the maximum size 
of production units any one producer may operate and by providing the 
rules governing the allocation, retention and transfer of quota (Forbes, 
et al., 1984). 
The conclusion can be drawn that expansion possibilities for both the 
dairy and poultry sector are very limited. Both sectors are strongly pro-
tected by price-setting and total production is regulated by means of 
quota. The domestic demand for poultry is increasing, which gives some 
space for expansion. The export possibilities are very restricted since 
Canada is a high cost producer for both sectors and the government is not 
willing to subsidize exports in order to stimulate production. The quota 
system has also fixed the share of production of each province. Quota were 
allocated to producers based on historic production shares and realloca-
tion between provinces is a sensitive political issue. 
Since no production restriction exists for the red meat sector, it is 
the only sector with possibilities for expansion as long as government 
programs are left unchanged. 
4.4.3.2 Domestic feedgrain policy 
In 1966 the federal government installed the Livestock Feedboard. 
This board has jurisdiction in eastern Canada and British Columbia and was 
instituted to effectively coordinate the interests of the livestock sector 
in these regions. Its objectives are: 
to make available adequate supplies of feed to maintain livestock 
production for domestic and export requirements; 
to keep livestock production down, especially while controls remained 
on prices of livestock and livestock products; 
49 
to equalize prices paid by users of feed all across Canada (Paddock, 
et al., 1986). 
The most important responsibilities are to administer the Feed 
Reserve and Feed Freight Assistance program. The Feed Reserve program 
assures livestock producers adéquate supply of feedgrains to meet feed 
requirements throughout the year. The means used are subsidizing the 
expansion of elevator capacity and carrying charges. Under the Feed 
Freight Assistance program, first receivers of feed grain shipments from 
the prairies were eligible for subsidies, which almost completely offset 
the costs of transporting the grain eastward from Thunder Bay. A subsidy 
was also paid on the transportation of feedgrains from the prairies to 
British Columbia. 
The program started in 1941 as a wartime measure to maintain and 
increase livestock production under a condition of price control and was 
prolonged afterwards. The continuation of the FFA was a way to preserve a 
market outlet for the - costly - stocks of prairie grains. In this way the 
beneficiaries of the FFA are grain producers in western Canada and feed 
users elsewhere. The adverse effects are borne by the prairie livestock 
producers and grain producers in deficit areas. 
In 1976 a series of changes began. During that crop year the FFA 
excluded areas where the level of assistance was $6.50/tonne or below, 
with the exception of Ontario (except for the northern part) and western 
Québec. Figure 4.8 shows the difference in prices of feedgrain due to 
transportation costs within Canada. 
Maritimes 
Figure 4.8 Relative feedgrain prices within Canada 
Source: Adapted from Paddock, et al., 1986. 
The variation in feedgrain prices within Canada is determined by 
transportation costs. The lowest price exists at the prairies. The 
prairies are an area of abundant supply and only small differences in pri-
ces due to transportation costs under the statutory rates can exist, 
represented by AB and AG. 
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Historically the areas to the east of Thunder Bay and westward from 
Calgary are grain deficit areas. Without any transport subsidy prices will 
increase sharply in accordance with the transport costs, represented by BF 
and GJ. 
Eastward from Thunder Bay and westward from Calgary Crow rates only 
exist for feedgrain destined for export. The price of transport from 
Calgary to the west is represented by GH. During the summer season the 
grain destined for export is loaded in ocean going vessels at Thunder Bay. 
These ships reach the Atlantic via the Great Lakes and the St. Lawrence 
river. This waterway is effectively closed from December to April. During 
this period the grain for export markets is transported by train to the 
Maritime ports at rates equal to those of the Crow rates, represented by 
BC. 
The FFA program is applied for feedgrains domestically used. Since 
Ontario and western Quebec are excluded, feedgrains bear the full costs of 
transport and prices are represented by BD. Eastward from Quebec the FFA 
program totally offsets extra transport costs. So feedgrain prices are 
virtually constant in eastern Canada, represented by DE. 
Westward from Calgary the FFA program partly offsets transport costs 
although rates remain higher compared to the Crow rates. The price level 
for domestically used feedgrain in this area is represented by GI. 
Table 4.4 FFA shipments and expenditures by provinces: average of crop 




























































































Source: Paddock, et al., 1986. 
After the change the volume of shipments supported by FFA payment 
declined in Ontario and Québec while shipments to other feed deficit areas 
increased. Québec, however, still accounts for nearly 50% of the total 
amount of feedgrain shipments and for one-third of the expenditures under 
FFA (see table 4.4). The last major change occurred in 1984. All 
feedgrains that passed through commercial channels to users in areas eli-
gible for FFA payments were made eligible and the program was extended for 
both millfeeds and fish. 
In order to be eligible for assistance the grain must be graded 
either by the CGC or a provincial commission or board. Provision is made 
to adjust the level of subsidy according to the location of the feed mill 
and any difference between the cost of moving the grain to the point of 
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consumption relative to the level of assistance applicable to that point 
(Paddock, et al., 1986). The recent change hasi improved the position of 
grain producers in deficit areas without significantly deteriorating the 
position of prairie livestock producers relative to their counterparts in 
other parts of Canada. 
4.4.4 Domestic market for feedgrain 
The possibilities to convert grain surpluses into livestock or 
livestock products are presently restricted to the red meat sector. Supply 
to both other sectors, dairy and poultry, is regulated by means of a 
government quota system. 
Figure 4.9 reveals production of red meat from 1980 to 1988. As the 
figure shows, total red meat production increased. The increase occurred 
mainly in hog production, while beef production showed a normal cyclic 
production pattern. Red meat production ,is not evenly distributed between 
eastern and western Canada. Table 4.5 compares cash receipts between the 
regions for hog and cattle in 1968-72, 1985 and 1988. 
Table 4.5 Proportional distribution of farm cash receipts for livestock, 














































Canada 100.0 100.0 100.0 100.0 100.0 100.0 
Source: Agriculture Canada, Market Commentary, 1975, 1985, 1989. 
The increase in hog production took place in eastern Canada, espe-
cially Québec, at the expense of the production in the prairie provinces. 
The redistribution of hog production was induced by the high prices and 
strong reduction in carry-over stocks, resulting from increased world 
demand for grain in the early 1970s. 
However, the livestock sector in western Canada was much more 
affected than the eastern livestock sector. This can be explained by two 
factors. It is partly the result of the Crow rates. As discussed before, a 
transportation subsidy will increase prices at the local market. 
Especially in periods of tight supply, local users of grain have to pay 
the higher price, which producers would receive from the transported 
grain. Another reason is the untransparency of the market. Feedgrains are 
sold from farm to other farms, to feedlots or feedmills or to the elevator 
as board or off-board grain. The dominant feature of the market is its 
dual character with two price-making bodies that function completely 
separated. Price-setting occurs through the Winnipeg Commodity Exchange 
and the Canadian Wheat Board. Prices are established on the Commodity 
Exchange in relation to the volume offered by producers and the demand 
from those utilizing this futures market. The CWB only publishes the ini-
tial price, which is generally set as to minimize the potential of any 
loss. The actual price to be received from the CWB is unknown. During the 
mid 1970s export demand was strong, which led to high expectations of 
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Figure 4.9 Pork and beef production from 1980 to 1989 
Source: Market Commentary, December 1989. 
of final receipts for grain. Feed grain users were forced to pay high pri-
ces in order to obtain adequate feed supplies. This development induced 
higher input prices for the livestock sectors but the final effect for 
each sector varied. Two of them, dairy and poultry, are largely protected 
from input cost changes by administered formula pricing and remained rela-
tively unaffected. 
The other major group, beef and hogs, is much more vulnerable to feed 
market price distortions since they are not strongly protected by admi-
nistered prices. The vulnerability of the two sectors differs. Hog produc-
tion is entirely based on grain rotations, while beef production is based 
on both grain and forage. Thus beef producers to a certain extent have the 
opportunity to alter the grain forage ratio in order to alleviate grain 
price distortions. This option does not exist for hog producers (CGC, 
1985). 
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In the prairies the number of hogs dropped sharply during the 1970s 
as a result of the high grain prices. As the production failed to rebound 
during the late 1970s the eastern provinces and especially Quebec 
increased production to fill the void and in the beginning of the 1980s 
hog production exceeded self-sufficiency. 
The largest outlet for feed grade wheat, barley and oats produced in the 
prairie provinces is the feed market within western Canada. From 1974-75 
to 1982-83 western feed users accounted for 57.1 percent of total produc-
tion in the prairie region. The market shows no evidence of growth during 
the 1970s. Historically eastern Canada was a grain deficit region. A 
change in the FFA program had made grain production in this region much 
more attractive. The growth in hog production did not result in increased 
demand for western grain and markets in eastern Canada are decreasing 
rather than increasing. While eastern Canada imported in 1974 25% of its 
feed grain requirements from the prairies, in the mid-eighties only 10% of 
their used feed grain originated from the prairies, despite their 
increased livestock population (CGC, 1985). 
Since 1980 western hog production has been increasing. A westward 
shift is visible. In 1986 farm cash receipts resulting from livestock pro-
duction constitute a considerable part of total receipts ranging from 22% 
in Saskatchewan up to 54% in Alberta. Since meat has to bear full 
transportation costs it will be very difficult for meat producers in the 
prairies to regain market share in the domestic market. At the moment one-
third of hog production and 8% of beef production is exported to the US. A 
comparative advantage exists due to the lower value of the Canadian 
dollar. In 1985 the US decided to raise countervailing duties to reduce 
pork imports claiming an unfair subsidy system which benefits Canadian 
producers (Globe and Mail, 10 June 1985). 
4.5 The oilseed market 
During the last decades oilseed production sharply increased due to 
the strong market demand. Canada produces canola, soybeans, sunflower, 
mustardseed and flax. The first three are crushed for edible oils and 
meals for animal feed, while flax is crushed to produce linseed oil for 
industrial use. 
Table 4.6 Production of oilseeds (x 1000 tonnes) 



















Source: Grain Trade of Canada, several years. 
Canola is the most important oilseed crop (see table 4.6). It is pri-
marily grown in the northern prairies and British Columbia. Yet canola 
ranks third among the annual crops although it is a relatively new crop. 
Soybeans show an even stronger growth and replaced flaxseed as the second 
largest oilseed crop. Production is confined to southern Ontario. The 
disposition of the three major oilseeds is shown in table 4.7. 
Canada is a net importer for soybeans. Soybeans are an important 
source of proteins. The crushed product consists of 78% meal and 17% oil. 
Meal is used domestically for animal feed. A further production increase 
is expected, replacing imports from the US. 
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Table 4.7 Supply and disposition of canola, flaxseed and soybeans in 
1987-88 (x 1000 tons) 

























1 1 4 . 4 
1 , 2 6 9 . 8 
150 .8 
1 , 5 3 5 . 0 
1 8 6 . 2 
9 5 7 . 9 
251 .8 
1 3 9 . 1 
Source: Grain Trade of Canada, 1987-88. 
*) total domestic use. 
The domestic market absorbs half the canola production. Canola has a 
very high oil content (40%). Canola is gradually replacing soybean oil in 
the domestic market; in 1985 its market share was 55% compared to 33% in 
1975. Since 1985 stocks of canola and soybean oil are increasing while 
prices are falling. Although prices dropped by almost 50X in 1986, net 
receipts were still more attractive for oilseeds than cereal crops. 
Exports of canola have sharply expanded. In 1970 Canada exported only 
0.5 million tons, whereas in 1985 exports amounted to 1.5 million tons. 
International markets absorb half the Canadian canola production. Japan 
favours canola over soybeans and is the main importer. 
Canola is mostly traded as a bulk product, since importers achieved 
their own crushing facilities. Until 1984 exports to the US were strongly 
limited since the US Food and Drug Administration refused to permit the 
general-regarded-as-safe (GRAS) status for canola oil. In 1985 the US 
government declared canola oil fit for human consumption. Since canola oil 
is said to be more healthy because of its high content of less saturated 
fats a rapid growth in US market share is expected. As part of the Free 
Trade Agreement transportation subsidies on grain and oilseeds exports to 
the US have partly been eliminated (Dept. of External Affairs, 1987), 
depressing the comparative advantage for Canadian producers. 
International markets are dominated by soy oil and palm oil, sharing 
50% and 16% respectively. Canola has only a 10% share in oilseed produc-
tion. Canada is the major producer and trader with shares of 25% and 75% 
respectively. Canola and soybeans are substitutes. While palm oil is 
inferior, its low price stimulates many third world countries to switch to 
its use, displacing other oils. The major opportunities for growth in this 
market lie in supplying oil and especially meal to the EC and the USSR 
(Market Commentary Proceedings, 1986). 
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RELATIONS BETWEEN THE EC AND CANADA 
5.1 Trade relations 
The Canadian Wheat Board (CWB) is a monopolist for wheat exports. The 
Board pursues an active export policy. It specializes in direct trade with 
foreign governments; approximately 75Z of the yearly Canadian wheat 
exports is traded in this way (Tilman Becker, 1989). According to Becker 
this direct trade contributes to the high prices the CWB receives for its 
wheat. The high quality of the Canadian wheat is another reason for the 
high export prices. Canada's share in world wheat exports is relatively 
stable: ± 20X. The Board tries to evade confrontations with other 
suppliers on the foreign markets. Unlike exports of the EC, Argentina and 
Australia the Canadian exports are not influenced by fluctuations in the 
exchange rate for the US dollar as the ratio between the Canadian dollar 
and the US dollar is (more or less) fixed. 
The main export markets for Canadian grain are the USSR, China and 
Japan for wheat (table 4.2) and Saudi-Arabia for barley (table 4.3). These 
markets are also important outlets for the EC. For Saudi-Arabia the EC and 
Canada are the main suppliers of barley. In recent years the EC exported 2 
to 3 million tons per year to Saudi-Arabia, while Canadian exports to this 
country ranged between 1.5 and 2 million tons. As for wheat the EC and 
Canada also compete on the same markets, but this causes no problem as the 
offered qualities vary considerably; in fact the two countries operate on 
different sub-markets. Canada offers high quality wheat for human consump-
tion and the EC offers a much lower quality of (feed)wheat. 
Canada has a good position in the wheat markets where it sells. This 
is shown by the competitiveness index (Tilman Becker, 1989, p. 65); 
market share in a certain supplier's market 
share in the world market 
In Canada's "own" market the index varies between 1.2 and 1.3 for the 
period 1965-1985; which means that the Canadian market share in countries 
that buy Canadian wheat is 20% to 30X higher than the Canadian share in 
the world market. This shows that Canadian exports are concentrated in 
relatively few countries. The Canadian index for the countries that are 
being supplied by Argentina was around 1.3 during the first half of the 
1980s. In these countries the Canadian share is also 30Z higher than the 
Canadian share in the world market. This high index is caused by the fact 
that both countries sell high quality wheat and that their harvests fall 
six months apart. On the other hand the Argentine index for the countries 
supplied by Canada was only around 1. The main reason for this "low" 
Argentine index for the Canadian market is the fact that Argentina has 
very limited storage facilities and is obliged to sell all its wheat imme-
diately after the harvest. In the first half of the 1980s the Canadian 
index for the EC market was just over 1 and for the US market it was just 
under 1, but it tends to increase. 
The EC sells its wheat in the same markets as the US and Canada. The 
competitiveness index for both markets during the first half of the 1980s 
was around 0.85. During the years of the strong appreciation of the US 
dollar the EC index increased slightly for the US market, but remained 
unchanged for the Canadian market. This may be because of the fact that 
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the Canadian dollar appreciated less, but the high quality of the Canadian 
wheat is certainly also an important factor. 





























































a: EC-9; b: EC-10j c: EC-12. 
The direct trade in agricultural products between the EC and Canada 
is rather limited (table 5.1). The value of imports from Canada is relati-
vely stable, while EC exports to Canada have increased in value. EC 
imports from Canada consist mainly of fish, wheat, linseed and 
(coniferous) timber. The EC imports from Canada are not evenly distributed 
among the member states. The United Kingdom has a share of around 40Z; the 
main reason for this is the fact that the UK accounts for two thirds of 
the EC timber imports from Canada. 
In EC exports to Canada there are two leading product groups: coffee, 
tea, cocoa and (alcoholic) beverages. The UK is again one of the leading 
member states - a share of 22% in total EC agricultural exports to Canada 
- as a result of its 40X share in coffee, tea, cocoa and chocolate exports 
to Canada. The French share is the highest of all in EC exports (24Z); 
more than half the EC exports of beverages to Canada consist of French 
wine and liquor. This product group accounts for more than one third of 
the EC export value to Canada. 
5.2 Agricultural support in Canada and the EC 
The reasons for agricultural support in Canada are closely linked to 
the large costs of transporting the grain from the prairie provinces, 
where the bulk of the grain is produced, to domestic consumption centres 
in eastern and western Canada or to Atlantic and Pacific ports. In the 
past the assistance was given mainly through the input costs, like freight 
subsidies. Support through transfers by consumers has always been limited 
because of the size of the domestic market. Recently, additional support 
to grain producers has been given through direct income support. 
Grain production control is maintained by means of a delivery quota 
system. The allowed delivery is a fixed quantity per acre. Together with 
the limited capacity of the transport facilities and the substantial 
contribution of the transport subsidies towards the marketing costs, the 
quota system is a succesful instrument in controlling production and sup-
porting producer prices. Because of the marketing constraints reflected in 
restrictive delivery quota, summer fallow is widespread and accounts for 
30% of the land use. Furthermore, production of grains in most parts of 
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the prairies is restricted because of unsuitable climatic conditions, 
necessitating fallowing as a fixed part of the cropping plan. 
The differences between the EC and Canada in supporting agriculture 
is striking. In the EC production is stimulated by price and income sup-
port. The internal EC price is at a higher level than the international 
price. Imports are restricted through a variable levy system, while 
exports are subsidized. This system insulates the EC grain producers 
almost completely from the influences of the world market and has stimu-
lated production to a high level. Because of internal (budgetary 
constraints) and external (stagnating world trade) pressure in recent 
years, the EC was forced to lower the internal grain prices somewhat and 
to set a maximum production level. Production control is not yet in sight 
however. 
The two countries hold more or less opposite positions in GATT 
liberalization talks, because of the different ways in which they support 
their grain sectors. Canada, a member of the Cairns group, calls for the 
abolition of price support measures and the lowering of import tariffs and 
export refunds. The EC is prepared to reduce her internal support and 
trade interventions, but claims a longer adjustment period than Canada and 
the other members of the Cairns group. Although the trade intervention of 
the Canadian support system is much less obvious than the EC system, the 
outcome of the trade liberalization talks may be equally far-reaching for 
Canada and for the EC. The support given in the form of a transport sub-
sidy is one of the internal support measures that have to be reduced. This 
would mean that the Canadian grain producer will be confronted with much 
higher production (transportation) costs. World market prices will rise 
and probably outweigh the disadvantages of liberalization for a great many 
Canadian farmers. However, because of the abolition of some important sup-
port measures, it is possible that regional production will become much 
less specialized. For instance, it may be profitable for grain producers 
to feed the grain to cattle or hogs for meat production, because the 
higher value added of meat reduces the transportation costs per unit. The 
effects of the liberalization talks for the Canadian grain and oilseed 
sector will ultimately depend on the results of the GATT-negotiations and, 
more specifically, on the way in which measures like transport subsidies 
are going to be reduced. 
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CONCLUSIONS 
Although Canada is a small' producer of grain, it has always been an 
important supplier at the world market. Canada ranks second in world wheat 
exports, representing about 20Z of total world exports. Canada also 
exports large quantities of barley. Grain and oilseeds are the most impor-
tant agricultural export products. 
The possibilities for agricultural uce depend on soil capacity and 
climatic conditions. The bulk of the grain is produced in the prairie pro-
vinces. Although vast areas in the northern prairies and British Columbia 
have lower agro-climatic capabilities than the agricultural heartland, 
grain production has rapidly developed in these regions. Major factors 
contributing to the development of the prairie provinces were tech-
nological advances in crop varieties and the establishment of a basic 
transportation and farming infrastructure. A period of relatively good 
markets for grain, oilseeds and beef, and the availability of untapped 
land with reasonable agricultural capabilities and capital for farm 
enlargement were also important factors in developing agricultural produc-
tion in the prairies. Nevertheless average wheat yields are only 75X of 
those in the US and one third of yield levels in France. The growth rate 
of the Canadian yield lags behind that of the major exporters and the 
world. The local market is small compared to production. Internal 
transportation over long distances is required to reach domestic or inter-
national markets. Therefore Canadian grains on the international markets 
have a relatively high cost price, but the high quality of the grains com-
pensates for this. 
State intervention has contributed a lot to the development of the 
Canadian grain sector. Because of the high production compared to the 
small local market there was a strong demand to create a transport and 
handling system to reach other markets. By subsidizing the railway freight 
rates the government supported producers by decreasing an important ele-
ment of their production costs. In 1985 transport subsidies provided to 
wheat producers amounted to between 85% and 90X of total government sub-
sidies. Another important factor was the creation of the Canadian Wheat 
Board. The Board is the only seller of Canadian wheat in international 
markets. The Board's objective is to provide grain producers with price 
stability and to market as much grain as possible at the best price. The 
producers receive an initial payment, a kind of minimum price which is 
below the world market price. If realized net sales exceed initial payment 
the profit accrues to producers, if not, the federal treasury absorbs the 
loss. The Board ensures that each grain producer gets his share of the 
available market by means of the price pooling and delivery quota system. 
The recent developments in international trade and world prices have 
undoubtedly had a strong influence on the Canadian grain sector. In reac-
tion to the falling prairie farmers' income due to the low world wheat 
prices the government decided in 1985 to raise domestic wheat prices to a 
level twice the world price. In 1986 the government decided to start with 
direct income support to grain producers. This increased support has been 
justified by the financial losses farmers have suffered from protectionist 
agricultural policies of other developed countries. The Canadian grain 
sector is extremely export-oriented and had to maintain its international 
competitiveness. China and the USSR, the major export markets for Canadian 
wheat are seen as decreasing markets because of increasing production in 
these countries. Moreover the EC and the US are anxious to compete in 
these markets. 
Although direct trade relations between Canada and the EC hardly 
exist in grains, both countries compete with each other on third markets. 
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Canada sells its wheat In the same markets as the EC and both countries 
export barley, mainly to Saudi Arabia. The export price of Canadian grain 
is in general much higher than the EC export price; the high quality of 
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APPENDIX 
The mean monthly gross photosynthesis (GP) can be computed by the following 
formula (De Wit, 1965): 
GP - ID * (F * PO + (1-F) * PC) 
GP - gross photosynthesis (kg CH20/ha/montn) 
ID - number of days in the month 
F - fraction of time when the sky is overcast, local data 
PO - photosynthesis on an overcast day (kg CH20/ha) at various latitudes 
PC - photosynthesis on a clear day (kg CH20/ha) at various latitudes 
To convert carbohydrates of the gross photosynthesis (GP) into plant dry 
matter (DM) the following formula is applied (Penning de Vries, 1973): 
DM - 0.65 GP 
Summing up the monthly totals for the months with an average temperature of 
10.C and higher during three months or more gives the potential dry matter under 
optimal growing conditions (PDMO). If the number of months with an average tem-
perature of 10 .C or higher is less than three, the production is considered to 
be zero, because the growing season becomes too short for arable farming. 
The Potential Dry Matter Production under Actual conditions (PDMA) is equal 
to PDMO corrected for shortage in water supply or restricting soil conditions. 
PDMA - FSC * PDMO for FSC < FDW 
PDMA - FDW * PDMO for FSC > FDW 
FSC - reduction factor for soil capacity 
FDW - reduction factor for deficiency in water supply 
For conversion from dry matter to grain equivalent the following assump-
tions are made: 
dry matter production consists of roots and stubble 
(25Z of dry matter) and straw and grain 
(75X of dry matter), ratio 1:1; 
2Z of grains are lost in harvesting; 
moisture content of grain is 15%. 
The potential grain equivalent production under actual conditions (PGA) equals: 
PGA - .5 * .75 * .98 * (1/.85) * PDMA 
- .432 * PDMA 
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